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IMPLEMENTATION OF TITLE IV, NATIONAL SECURITY 
ACT OF 1947, AS AMENDED 





MONDAY, NOVEMBER 2, 1953 


Unitep States SENATE, 
CoMMITTEE ON ARMED SERVICES, 
PREPAREDNESS SUBCOMMITTEE No. 3, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:30 a. m., Senator 
Ralph E. Flanders (chairman) presiding. 

Present: Senator Flanders. 

Also present: Fred B. Rhodes, chief counsel, and F. Bradford 
Morse of the subcommittee staff. 

Senator FLanpers. The hearing will come to order. The purpose 
of our hearings today and tomorrow is to take stock on one of the 
most important dollar problems which has faced us in modern legis- 
lative history. In 1949 the Congress passed an amendment to the 
National Security Act which was specifically designed to bring about 
businesslike procedures in our defense efforts. 

I will discuss the history of this amendment—title IV of the Na- 
tional Security Act of 1947, as amended—in more detail later. 

We all have held high hopes that our legislative efforts would be 
adopted in day-to-day practice. To inquire into this in June of this 
year Senator Saltonstall appointed our subcommittee—which secured 
the services of Mr. Franz Schneider and Mr. Carter Burgess—to 
determine just what had happened to title IV in the 4 long years since 
its enactment. I should like to introduce the letter by which Pre- 
paredness Subcommittee No. 3 was established. 

(The document referred to is as follows:) 

JUNE 3, 1953. 
Hon. RALPH FLANDERS, 
United States Senate, Washington, D. C. 


DEAR SENATOR FLANDERS: In accordance with the procedure approved by the 
full committee in executive session on February 26, 1953, I am appointing a 
subcommittee of 3 Senators, including yourself as Chairman, and Senators 
Case and Byrd as the other members, to investigate and report on the progress 
which has been made in the implementation of title IV of the National Security 
Act of 1947, as amended, and any and all other matters deemed by the subcom- 
mittee to be related thereto. 

Sincerely yours, 
LEVERETT SALTONSTALL, Chairman. 

Senator Fianpers. Messrs. Schneider and Burgess prepared a 
graphic report of their findings which I shall make a part of the 
record at a later time. 

From this report, and from disquieting statements we have received, 
we learn that this provision of law has not been utilized to any large 
extent. 
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Our job is to inquire into the extent to which the law has 
been put to work since 1949 and the result of its use in terms of 
efficiency and economy. Let the record be clear. We do not write 
this off as a simple problem. We realize that the national defense 
is a most pressing problem. We devote tremendous amounts of our 
manpower and our wealth to it. We want to insure that we work 
efficiently, that we spend wisely; that we buy what we need and that 
we know what we have in our inventories. Business managers have 
to adhere to these rules. Our defense people must be in a position to 
give us the necessary guaranties of protection at the lowest cost 
in men and money. 

Recognizing the size of the task, the Congress, in August 1949, 
passed title IV which Secretary McNeil described as follows: 


This title really provides the machinery for placing the operations of the 
military services on a more businesslike basis. 

No complete system was ever established—bits and pieces have been provided 
at times, but this is the first attempt, I think, to provide on an overall basis 
for businesslike operations. 


The importance of the legislation was dramatically underlined by 
its endorsement by former President Herbert Hoover, Mr. Bernard 
M. Baruch, Louis Johnson, Secretary of Defense at the time of the 
adoption of title IV, and by many other outstanding Americans. 

I do not wish to burden this audience with a lengthy history of this 
legislation so I will insert at this point a staff eaeet, which states the 
history of this part of the 1949 amendments to the National Security 
Act of 1947. 

(The document referred to is as follows :) 


Title IV had its inception on March 29, 1949, when the Senate Armed Services 
Committee discussed amendments to the National Security Act of 1947 proposed 
by the Hoover Commission, designated S. 1269 (81st Cong.). 

Mr. Ferdinand Eberstadt, it will be recalled, testified before tthe committee 
as an individual but had been the Chairman of the Hoover Commission’s Task 
Force on the National Security organization which made its report to the Com- 
mission. Approaching the conclusion of his testimony, Mr. Eberstadt was asked 
by Senator Byrd if it would be possible for him to prepare specific amendments 
in accordance with the budgetary and fiscal recommendations of the Hoover 
report to add to the bill then under discussion, 

Mr. Eberstadt, in response to the request adopted by the Senate Armed Serv- 
ices Committee, submitted a committee print under date of May 4, 1949, entitled 
“Proposed Amendments to S. 1269 Prepared Under the Direction of Mr. Ferdi- 
nand Eberstadt at the Request of the Senate Committee on Armed Services on 
March 29, 1949.” It was later incorporated for submission to the Congress as 
title IV of S. 1848 under the heading of “Promotion of Economy and Efficiency 
Through Establishment of Uniform Budgetary and Fiscal Procedures and 
Organizations.” 

The Senate shortly thereafter passed this bill known as S. 18438 as _the 
National Security Act Amendments of 1949. The House had passed H. R. 5632 
which was essentially the same bill without title IV. Therefore, the United 
States Senate on July 20, 1949, passed H. R. 5632 on motion of Senator Russell, 
of Georgia, and sent it to conference 

July 29, 1949, as a result of Conference Report No. 1142 agreed to by the 
committee on conference composed of members of both Houses of Congress, 
it was recommended that the conference report, which incorporated among 
other things title IV with minor amendments, be submitted for approval by 
the Congress and to accompany H. R. 5632 

As a result thereof, Public Law 216 was passed by the Congress on August 
10, 1949, and was entitled “An act to reorganize fiscal management in the 
National Military Bstablishment to promote economy and efficiency, and for 
other purposes.” Title IV was included as section 11 within this law. 
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Let me now pass on to what we hope to bring out in these hearings: 

1. The magnitude of the problem of implementing title IV; 

2. The difficulty of bringing about the reforms it calls for and at the 
same time carrying on the immense routine operations of the Depart- 
ment of Defense; 

3. The reforms which remain to be effected ; 

4. The savings which can be expected by the elimination of waste 
at which title LV is directed: 

5. The organization which is required in the Department of Defense 
and the services to accomplish these reforms. 

At this point I will place into the record the text of title 1V as 
enacted into law as a part of the National Security Act. 

(The document referred to is as follows :) 


TITLE IV 


PROMOTION OF ECONOMY AND Erriciency THROUGH BEsTABLISH- 
MENT OF UNIFORM BUDGETARY AND Fiscal PROCEDURES AND 
ORGANIZATIONS 


COMPTROLLER OF DEPARTMENT OF DEFENSE 


Sec. 401. (a) There is hereby established in the Department of Comptroller of 
Defense the Comptroller of the Department of Defense, who shall papermnnent of 
be one of the Assistant Secretaries of Defense. Establishment. 

(b) The Comptroller shall advise and assist the Secretary of Duties. 
Defense in performing such budgetary and fiscal functions as may 
be required to carry out the powers conferred upon the Secretary 
of Defense by this Act, including but not limited to those speci- 
fied in this subsection. Subject to the authority, direction, and 
control of the Secretary of Defense, the Comptroller shall— 

(1) supervise and direct the preparation of the budget esti- 
mates of the Department of Defense; and 
(2) establish, and supervise the execution of— 

(A) principles, policies, and procedures to be followed 
in connection with organizational and administrative 
matters relating to 

(i) the preparation and execution of the budgets, 

(ii) fiscal, cost, operating, and capital property 
accounting, 

(iii) progress and statistical reporting, 

(iv) internal audit, and 

(B) policies and procedures relating to the expenditure 
and collection of funds administered by the Department 
of Defense; and 

(3) establish uniform terminologies, classifications, and 
procedures in all such matters. 


MILITARY DEPARTMENT BUDGET AND FISCAL ORGANIZATION—DE- 
PARTMENTAL COMPTROLLERS 


Sec. 402. (a) The Secretary of each military department, eA 
subject to the authority, direction, and control of the Secretary aad mn 
of Defense, shall cause budgeting, accounting, progress and sta- fiscal organiza- 
tistical reporting, internal audit and administrative organization “02 of. 
structure and managerial procedures relating thereto in the de- 

partment of which he is the head to be organized and conducted 

in a manner consistent with the operations of the Office of the 

Comptroller of the Department of Defense. 

(b) There is hereby established in each of the three military Military 
departments a Comptroller of the Army, a Comptroller of the departments, 
Navy, or a Comptroller of the Air Force, as apppropriate in the ee iehennt 
department concerned. There shall, in each military department, Deputies. <— 
also be a Deputy Comptroller. Subject to the authority of the 
respective departmental Secretaries, the comptrollers of the mili- Duties. 
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tary departments shall be responsible for all budgeting, account- 
ing, progress and statistical reporting, and internal audit in their 
respective departments and for the administrative organization 
structure and managerial procedures relating thereto. The Sec- 
retaries of the military departments may in their discretion 
appoint either civilian or military personnel as comptrollers 
of the military departments. Departmental comptrollers shall 
be under the direction and supervision of and directly responsible 
to, either the Secretary, the Under Secretary, or an Assistant 
Secretary of the respective military departments: Provided, That 
nothing herein shall preclude the comptroller from having con- 
current responsibility to a Chief of Staff or a Chief of Naval 
Operations, a Vice Chief of Staff or a Vice Chief of Naval Opera- 
tions, or a Deputy Chief of Staff or a Deputy Chief of Naval 
Operations, if the Secretary of the military department con- 
cerned should so prescribe. Where the departmental comptroller 
is not a civilian, the Secretary of the department concerned shall 
appoint a civilian as Deputy Comptroller. 


PERFORMANCE BUDGET 


Sec. 408. (a) The budget estimates of the Department of 
Defense shall be prepared, presented, and justified, where prac- 
ticable, and authorized programs shall be administered, in such 
form and manner as the Secretary of Defense, subject to the 
authority and direction of the President, may determine, so as 
to account for, and report, the cost of performance of readily 
identifiable functional programs and activities, with segregation 
of operating and capital programs. So far as practicable, the 
budget estimates and authorized programs of the military de- 
partments shall be set forth in readily comparable form and 
shall follow a uniform pattern. 

(b) In order to expedite the conversion from present budget 
and accounting methods to the cost-of-performance method pres- 
cribed in this title, the Secretary of each military department, 
with the approval of the President and the Secretary of Defense, 
is authorized and directed, until the end of the second year fol- 
lowing the date of enactment of this Act, to make such transfers 
and adjustments within the military department of which he is 
the head between appropriations available for obligation by such 
department in such manner as he deems necessary to cause the 
obligation and administration of funds and the reports of ex- 
penditures to reflect the cost of performance of such programs 
and activities. Reports of transfers and adjustments made pur- 
suant to the authority of this subsection shall be made currently 
by the Secretary of Defense to the President and the Congress. 


OBLIGATION OF APPROPRIATION 


Sec. 404. In order to prevent overdrafts and deficiencies in 
any fiscal year for which appropriations are made, on and after 
the beginning of the next fiscal year following the date of enact- 
ment of this Act appropriations made to the Department of De- 
fense or to the military departments, and reimbursements thereto, 
shall be available for obligation and expenditure only after the 
Secretary of Defense shall approve scheduled rates of obligation, 
or modifications thereof: Provided, That nothing in this section 
shall affect the right of the Department of Defense to incur such 
deficiencies as may be now or hereafter authorized by law to be 
incurred. 


WorKING-CAPITAL FUNDS 


Sec. 405. (a) In order more effectively to control and account 
for the cost of programs and work performed in the Department 
of Defense, the Secretary of Defense is authorized to require the 
establishment of working-capital funds in the Department of 
Defense for the purpose of— 
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(1) financing inventories of such stores, supplies, mate- 
rials, and equipment as he may designate; and 
(2) providing working capital for such industrial-type 
activities, and for such commercial-type activities as provide 
common services within or among the departments and agen- 
cies of the Department of Defense as he may designate. 

(b) The Secretary of the Treasury is authorized and directed 
to establish on the books of the Treasury Department at the re- 
quest of the Secretary of Defense the working-capital funds 
established pursuant to the authority of this section. 

(c) Such funds shall be 

(1) charged, when appropriate, with the cost of 
supplies, materials, and equipment procured or otherwise 
acquired, manufactured, repaired, issued, and consumed and 
of services rendered or work performed, including applicable 
administrative expenses; and 

(2) reimbursed from available appropriations or other- 
wise credited for the cost of stores, supplies, materials, or 
equipment furnished and of services rendered or work per- 
formed, including applicable administrative expenses. 

Reports of the condition and operations of such funds shall be 
made annually to the President and to the Congress. 

(d) The Secretary of Defense is authorized to provide capital 
for such working-capital funds by capitalizing inventories on hand 
and, with the approval of the President, by transfer, until Decem- 
ber 31, 1954, from unexpended balances of any appropriations of 
the military departments not carried to the surplus fund of the 
Treasury: Provided, That no deficiency shall be incurred in any 
such appropriation as a result of any such transfer. To the 
extent that such methods do not, in the determination of the 
Secretary of Defense, provide adequate amounts of working capi- 
tal, there is hereby authorized to be appropriated, out of any 
moneys in the Treasury not appropriated for other purposes, such 
sums as may be necessary to provide adequate working capital. 

(e) Subject to the authority and direction of the Secretary of 
Defense, the Secretaries of the military departments shall allocate 
responsibility within their respective military departments for 
the execution of functions which each military department is 
authorized by law to perform in such a manner as to effect the 
most economical and efficient organization and operation of the 
activities and use of the inventories for which working-capital 
funds are authorized by this section. 

(f) No greater cost shall be incurred by the requisitioning 
agency for stores, supplies, materials, or equipment drawn from 
inventories, and for services rendered or work performed by the 
industrial-type or commercial-type activities for which working- 
capital funds are authorized by this section, than the amount of 
appropriations or funds available for such purposes, 

(g) The Secretary of Defense is authorized to issue regulations 
to govern the operation of activities and use of inventories author- 
ized by this section, which regulations may, whenever he deter- 
mines the measures set forth in this subsection to be required by 
the needs of the Department of Defense, and when such measures 
are authorized by law, permit stores, supplies, materials, and 
equipment to be sold to, and services to be rendered or work per- 
formed for, purchasers or users outside the Department of De- 
fense. In such cases, the working-capital funds involved may 
be reimbursed by charges against appropriate appropriations or 
by payments received in cash. 

(h) The appraised value of all stores, supplies, materials, and 
equipment returned to such working-capital funds from any de- 
partment, activity, or agency, may be charged to the working- 
capital fund concerned and the proceeds thereof shall be credited 
to the current appropriations concerned ; the amounts so credited 
shall be available for expenditures for the same purposes as the 
appropriations credited: Provided, That the provisions of this 
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TITLE IV, NATIONAL SECURITY ACT OF 1947 


subsection shall not permit credits to appropriations as the result 
of capitalization of inventories authorized by subsection (d) of 
this section. 

MANAGEMENT FUNDS 


Sec. 406. The Act of July 3, 1942 (56 Stat. 645, c. 484), as 
amended, is hereby further amended to read as follows: 

“(a) For the purpose of facilitating the economical and efficient 
conduct of operations in the Department of Defense which are 
financed by two or more appropriations where the costs of the 
operations are not susceptible of immediate distribution as 
charges to such appropriations, there are hereby established the 
Navy Management Fund, the Army Management Fund, and the 
Air Force Management Fund, each within, and under the direction 
of the respective Secretaries of, the Departments of the Navy, 
Army, or Air Force, as the case may be. There are authorized to 
be appropriated from time to time such funds as may be necessary 
to accomplish the purposes of the funds. 

“(b) The corpus of the Navy Management Fund shall consist 
of the sum of $1,000,000 heretofore transferred to the Naval Pro- 
curement Fund from the Naval Emergency Fund (17X0300), 
which amount, and all balances in, and obligations against, any 
accounts in the Naval Procurement Fund, are hereby transferred 
to the Navy Management Fund; the corpus of the Army Manage- 
ment Fund shall consist of the sum of $1,000,000, which shall be 
transferred thereto from any unobligated balance of any appro- 
priation available to the Department of the Army; the corpus of 
the Air Force Management Fund shall consist of the sum of 
$1,000,000, which shall be transferred thereto from any unobli- 
gated balance of any appropriation available to the Department 
of the Air Force; in each case together with such additional 
funds as may from time to time be appropriated to any of said 
funds. Accounts for the individual operations to be financed 
under the respective management funds shall be established only 
upon approval by the Secretary of Defense. 

“(c) Expenditures may be made from said management funds 
from time to time for material (other than material for stock) 
and for personal and contractual services under such regulations 
as may be prescribed by the Secretary of Defense: Provided, (1) 
That no obligation shall be incurred against any such fund which 
is not properly chargeable to available funds under an appropria- 
tion of the department within which the fund is established or, 
whenever necessary to effectuate purposes authorized by this Act 
to funds of another department or agency within the Department 
of Defense, and (2) that each fund shall be promptly reimbursed 
from the appropriate appropriations of such department for all 
expenditures properly chargeable thereto. Nothing herein or in 
any other provision of law shall be construed to prevent advances 
by check or warrant, or reimbursements to any of said manage- 
ment funds from appropriations of said departments on the 
basis of the estimated cost of a project, such estimated cost to be 
revised and necessary appropriation adjustments made when 
adequate data become available. 

“(d) Except as otherwise provided by law, amounts advanced 
to the management funds under the provisions of this Act shall be 
available for obligation only during the fiscal year in which they 
are advanced : Provided, That nothing contained in this Act shall 
alter or limit the authorized period of availability of the funds 
from which such advances are made. Final adjustments of 
advances in accordance with actual costs shall be effected with 
the appropriate funds for the fiscal year in which such funds are 
advanced. 

“(e) The portion of the Naval Appropriation Act, 1945 (58 
Stat. 301, 310), relating to the Naval Procurement Fund is hereby 
repealed.” 
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ADJUSTMENT OF ACCOUNTS 


Sec. 407. (a) When under authority of law a function or an 
activity is transferred or assigned from one department or agency 
within the Department of Defense to another such department or 
agency, the balances of appropriations which are determined 
by the Secretary of Defense to be available and necessary to 
finance or discharge the function or activity so transferred or 
assigned may, with the approval of the President, be transferred 
to, and be available for use by, the department or agency to 
which said function or activity is transferred or assigned for any 
purpose for which said funds were originally available. Bal- 
ances so transferred shall be credited to any applicable existing 
appropriation account or accounts, or to any new appropriation 
account or accounts, which are hereby authorized to be established 
on the books of the Treasury Department, of the department or 
organization to which such function or activity is transferred, and 
shall be merged with funds in the applicable existing or newly 
established appropriation account or accounts and thereafter 
accounted for as one fund. Balances transferred to existing 
accounts shall be subject only to such limitations as are specifi- 
cally applicable to such accounts and those transferred to new 
accounts shall be subject only to such limitations as are appli- 
cable to the appropriations from which they are transferred. 

(b) The number of employees which in the opinion of the 
Secretary of Defense is required for such transferred functions or 
activities may, with the approval of the Director of the Bureau of 
the Budget, be deducted from any personnel maximum or limita- 
tion of the department or agency within the Department of 
Defense from which such function or activity is transferred, 
and added to any such personnel maximum or limitation of the 
department or agency to which such function or activity is 
transferred. 


AVAILABILITY OF REIMBURSEMENTS 


Sro. 408. To carry out the purposes of this Act, reimbursements 
made under the authority of the Economy Act (31 U. 8S. C. 686), 
and sums paid by or on behalf of personnel of any department or 
organization for services rendered or supplies furnished, may be 
credited to authorized replacing or other accounts. Funds 
credited to such accounts shall remain available for obligation 
for the same period as the funds in the account so credited and 
each such account shall constitute one fund on the books of the 
Treasury Department. 


COMMON USE OF DISBURSING FACILITIES 


Sec. 409. To the extent authorized by the Secretary of Defense, 
disbursing officers of the Departments of the Army, Navy, and 
Air Force may, out of accounts of advances available to them, 
make disbursements covering obligations arising in connection 
with any function or activity of any other department or organiza- 
tion within the Department of Defense and charge upon vouchers 
the proper appropriation or appropriations of the other depart- 
ment or organization: Provided, That all said expenditures shall 
subsequently be adjusted in settlement of disbursing officers’ 
accounts. 

REPORTS OF PROPERTY 


Sec. 410. The Secretary of Defense shall cause property records 
to be maintained in the three military departments, so far as 
practicable, on both a quantitative and monetary basis, under 
regulations which he shall prescribe. Such property records shall 
include the fixed property, installations, and major items of 
equipment as well as the supplies, materials, and equipment held 
in store by the armed services. The Secretary shall report an- 
nually thereon to the President and to the Congress. 
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REPEALING AND SAVING PROVISIONS 


Repeal of in- Sec. 411. All laws, orders, and regulations inconsistent with 
ee eee the provisions of this title are repealed insofar as they are incon- 
and regula-- sistent with the powers, duties, and responsibilities enacted here- 
tions by: Provided, That the powers, duties, and responsibilities of the 


Secretary of Defense under this title shall be administered in con- 
formance with the policy and requirements for administration of 
budgetary and fiscal matters in the Government generally, in- 
eluding accounting and financial reporting, and that nothing in 
this title shall be construed as eliminating or modifying the pow- 
ers, duties, and responsibilities of any other department, agency, 
or officer of the Government in connection with such matters, 
but no such department, agency, or officer shall exercise any such 
powers, duties, or responsibilities in a manner that will render 
ineffective the provisions of this title. 

Let me state that this law has been in effect during a most turbulent 
period. Less than a year after its enactment, the ‘Korean war came 
upon us. The size of our budget jumped tremendously. It is fair 
to assume that any management changes which were effected should 
have reflected savings of some size in this period of expanding budgets. 
The need for good management is present in war and peace. Some- 
times we have tended to excuse waste in war periods, but the Korean 
war was fought on the basis of partial mobilization, which made the 
need for good businesslike practices an absolute necessity. 

I might interpose here a remark that was not included in my pre- 
pared introduction. I think we would be unfair to the officers in the 
armed services if we assumed that they have been trained either in 
their original training or in active war service to think of economy 
in the same terms or with the same importance that you do in a busi- 
ness. In a business, economy is life and death. In war it may be a 
question of life and death to get there with the most materials first. 
and to get there “fustest with the mostest” men, as the Confederate 
general said. 

So the training of our officers in years past has not been such as to 
make the economy in operations stand out in their minds as the im- 
portant thing. And we must recognize that. On the other hand, the 
situation we are now in, one of maintaining a posture of defense, as 
it is often called, is a new situation to which the armed services must 
and are endeavoring to adapt themselves. In this new situation of 
a continuous posture of defense, questions of economy become of vital 
importance and I think we are talking today about helping and 
suggesting to the armed services ways in which they can provide 
defense with economy in this new situation. 

Now, 4 years after enactment of title IV, we are gathered together 
to take stock of what has been done. We know that the witnesses 
will deal with this problem with frankness. If there have been fail- 
ures and shortcomings, we rely on those whom we have called to point 
out these areas in the spirit of letting the chips fall where they may. 

Our earnest desire—in conducting this inventory of achievement 
and failure—is to examine the mistakes of the past calmly and fairly. 
Our goal is to make the way clear to improve our methods of doing 
business in the future. A congressional committee cannot manage 
the business of running the Department of Defense. It cannot offer 
the detailed recommendations which Secretary Wilson’s recently 
appointed advisory committee under the able ch: airmanship of 
Mr. Charles P. Cooper will make. 
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Indeed, we do not and should not duplicate the work of this fine 
group which Secretary Wilson has assembled. Our job as a legisla- 
tive group is to investigate and evaluate results. If there are failures 
of law, we are dutybound to try to correct these deficiencies. If there 
have been administrative failures, these must be rectified. In a sense, 
we are together to write a chapter of management history. 

It is important that we look at the law and look at what it was 
intended to accomplish. We must assess those which are faults of law 
and those which we can describe as operational faults. 

Some of the most able minds in the country participated in the 
formulation of title IV. Into it went untold years of top-manage 
ment experience. The practices and procedures of proven worth 
in business modified in some instances to meet the peculiar demands 
of the military establishment were adopted. The title was designed 
to establish clear lines of responsibility for fiscal management, to 
provide the means of obtaining uniform and accurate budgetary and 
fiscal data, and, generally, to furnish the mechanism for review and 
analysis of fiscal problems to eliminate waste and inefficiency. 

The predictions of success for title [V were universal. Our pur 
pose here today is to help insure the success that the title deserves. 

Before introducing our first witness, it is my pleasure to make as 
a part of the record a most helpful letter which was received by me 
from that beloved elder statesman, Bernard Baruch. We asked Mr. 
Baruch to be with us and help in these hearings. He was unable to be 
present but he has put down in this letter his ideas on the problem 
and its solution. We are most grateful to him for his interest, and 
I’d like to add my sincere thanks to this outstanding American. 

(The document referred to is as follows:) 


OCTOBER 16, 1953 

Hon. Ravpu E. FLANDERS, 
Chairman, Preparedness Subcommittee No. 3, 
United States Senate, Washington, D. C. 


DEAR SENATOR FLANDERS: Replying to your letter of September 29, to which 
I have given careful consideration, it seems obvious and axiomatic to me that 
any procedures calculated to reduce vital waste are beneficial. I have looked 
over title [IV and my impression is that the procedures outlined in that title are 
sound and aimed at giving the responsible officials of the Defense Department 
the mechanisms which they need to implement their decisions. 

May I draw your attention to the explanation and analysis of this amendment 
made by Mr. Ferd Eberstadt and which I think valid in the present circum- 
stances and which would be of great benefit, if your committee would review it? 

I am not in a position to express any opinion as to the extent to which the 
measures and procedures outlined in title IV have in fact been implemented. 
Certainly if they had been fully implemented, our responsible officials would be 
in a position to know how much we had of each vital item. The shortage of 
ammunition in Korea leads one to conclude that this was not the case, at least 
with respect to that vitally important material. So that while, as I said, I have 
no detailed and intimate knowledge on the subject, based on the Korean am- 
munition episode I have a feeling that there is room for improvement. And so 
it seems to me that your committee’s investigation is timely and should be help- 
ful. I am sure that before your committee comes to conclusions, you will have 
examined the responsible department heads and those under them whose duty 
it has been to put the title into effect. That will disclose to you both the ac- 
complishments and the deficiencies. 

Moving to the broader aspects of the subject, I feel that the thing we need 
most is a group of responsible and well-qualified citizens who in collaboration 
with the authorities and without the pressures of day-to-day administrative 
burdens can give consistent thought to our major policies. 
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I also would like to feel sure that the Office of Defense Mobilization is keep- 
ing us as constantly and as well prepared as the legislation enacting this body 
contemplated that it should. 

Since I have no further substantial contributions to make to your valuable 
inquiry, I would be pleased if you would regard this letter as a substitute for 
my personal appearance. 

Sincerely, 
BERNARD M. BarucH. 

Senator Fianpers. Before calling our first witness, I shall submit 
for the record a document setting forth the definitions of a few terms, 
prepared with the assistance of the Office of the Assistant Secretary 
of Defense (Comptroller), which we shall encounter in these hearings 
and which may be unfamiliar to persons who are not acquainted with 
title LV and its operation. 

(The document referred to is as follows:) 


PERFORMANCE BUDGET 


A performance budget is one in which all costs incidental to the accomplish- 
ment of a specific job or objective are consolidated into an identifiable project, 
with projects logically grouped into primary functions and in which, insofar as 
possible, fiscal responsibility and management responsibility are parallel. It con- 
templates a separation of capital expenditures from current operating expendi- 
tures. The performance budget is designed to focus attention upon the general 
character and relative importance of the work to be done or upon the service to 
be rendered, rather than upon the things to be acquired such as personal services, 
supplies, equipment, ete. 

WORKING-CAPITAL FUNDS 


Working-capital funds are of two types, commercial or industrial funds and 
stock funds. Each is defined below. 


COMMERCIAL AND INDUSTRIAL FUNDS 


Commercial and industrial funds are devices for the financing of commercial- 
and industrial-type activities operated by the Department of Defense whereby 
eash and inventories are invested as capital for the operation of the activities 
on a basis comparable to private business. Under section 405 of title IV of the 
National Security Act of 1947, as amended, working-capital funds are authorized 
for the purpose of providing working capital for the operations of commercial- 
and industrial-type activities. The act authorized the Secretary of Defense to 
provide capital for commercial and industrial funds and stock funds by capitaliz- 
ing inventories on hand and, with the approval of the President, by transfer, until 
December 31, 1954, from unexpended balances of any appropriations of the 
military departments not carried to the surplus fund of the Treasury. The act 
also authorized, where necessary, direct appropriations to provide adequate 
working capital. 

STOCK FUND 


A stock fund is a type of working-capital fund established to finance the acquisi- 
tion and maintenance of materials, supplies, and equipment for sale within a 
military department or to other military departments or to their personnel. It 
contemplates the operation of the inventory in a fashion similar to the operation 
of a privately owned merchandising organization. 


MANAGEMENT FUND 


A management fund is a device to finance certain activities which are per- 
formed for the joint account of two or more agencies within a military depart- 
ment or of two or more military departments. Management funds differ from 
industrial funds in that the activities financed are not of an industrial or com- 
mercial nature and do not involve the financing of the procurement of ma- 
terials for fabrication. For example, the expenses of the telephone system 
for the defense agencies in Washington are financed by a management-fund ac- 
count for the Department of Defense and the three military departments. The 
expenses are distributed monthly by the management fund to the participating 
agencies, and the management fund is reimbursed by them for such charges. 
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PROGRESS AND STATISTICAL REPORTING 

Title IV requires the rendition of reports containing data relating to current 
operations of programs, functions, organizational units, activities, projects, or 
processes. Such reporting may include data with respect to costs, but most com- 
monly it is not confined thereto but includes data pertaining to workloads, 
measures of work performed, manpower utilized, equipment available for use, 
ete. 

Senator FLanpers. Our first witness is Mr. Ferdinand Eberstadt. 
I should like to present for the record a brief statement of Mr. Eber- 
stadt’s achievements. 

(The document referred to is as follows :) 


FERDINAND ERBERSTADT 


Investment banker, born June 19, 1890, New York, N. Y. Graduated from 
Princeton a A. B., 1918, LL. B., Columbia, 1917. Partner, law firm of Cotton & 
Franklin, New York, N. Y., 1923-25; partner, Dillon, Read & Co., 1925-29; assist- 
ant to Owen D. Young, Reparations Conference, 1929; president, F. Eberstadt & 
Co., investment bankers, New York, N. Y., since 1931; president and director, 
Chemical Fund, Inc.; Chairman, Army and Navy Munitions Board, 1942; Chair- 
man, War Production Board, 1943; prepared Eberstadt report for Secretary of 
the Navy, 1945; assistant to Bernard Baruch, United Nations Atomic Energy 
Commission, 1946; prepared report on operations of National Security Resources 
Board, 1948; Chairman, Committee on National Security Organization of the 
Commission on Organization of the Executive Branch of the Government; pre- 
pared report for Secretary James Forrestal on unification of War and Navy 
Departments. 

Senator FiLanpers. I first met Mr. Eberstadt as a member of the 
War Production Board, and he was Chairman of the Army and Navy 
Munitions Board when I was a member of the War Production Board. 

It was Mr. Eberstadt, who at Senator Byrd’s request, first drafted 
the bill which ultimately became title IV, and it was the Committee 
of which he was Chairman, on the National Security Organization of 
the Commission on Organization of the Executive Branch of the 
Government that first made the recommendations which led to the 
corrective legislation known as title IV. 

Iam sure Mr. Eberstadt’s intimate knowledge of the problems which 
we are considering will be of a help to this committee. 

Mr. Eberstadt has prepared a statement for the record. I should 
appreciate your giving us the be nefit of your thoughts, sir. 


STATEMENT OF FERDINAND EBERSTADT 


Mr. Exerstrapr. Mr. Chairman, I would like to thank you for that 
very generous and gratifying introduction. I feel complimented at 
being invited to appear before your committee in connection with the 
very important investigation which you have undertaken. As I ad- 
vised your chairman when he asked me to testify, my familiarity with 
recent developments within the Department of Defense is limited. 
Thus my testimony will relate principally to the historical background 
of title IV of the National Sec urity Act of 1947, as amended, and to 
the objectives at which that title was aimed. These matters may be 
relevant to your inquiry on the basis, as you said, Mr. Chairman, of 
the past being prolog. 

Prior to the Second World War, and for a while thereafter, the 
form and content of the military budget and the financial procedures 
of our military departments in see king and in carrying out appropria- 
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tions pursuant thereto left much to be desired. During the periods 
between armed conflicts parsimony was often the guiding principle 
of military appropriations. 

In time of war, the pendulum swung to the opposite extreme. Con- 
gress responded with a lavish hand to practically every request from 
the military authorities, unable in the stress of events to screen the 
requests for appropriations or to check on their expenditure. The 
military budget was prepared without clear relation to ascertainable 
objectives. Military accounting was aimed rather at defining respon- 
sibility for property and expenditures than at achieving stated pur- 
poses in an efficient, businesslike, and economical manner. 

Our risks and responsibilities following World War IT forced us 
to maintain a huge military establishment and to shoulder the heavy 
financial burdens incident thereto. In these circumstances, the former 
principles—if they can be called that—of military budgeting and the 
old fiscal procedures within the military departments, if deficient for 
past needs, were wholly inadequate for ‘those of the present. 

The task force on the National Security Organization of the first 
Hoover Commission, aided by a professional staff experienced in gov- 
ernmental budgeting and fiscal matters, made a study of the budgetary 
and fiscal procedures of the National Defense Establishment, including 
each of the three military departments. 

Based thereon, it recommended certain changes in budgetary prin- 
ciples, fiscal procedures, organization, and other matters related there- 
to. These recommendations were accepted by the Hoover Commis- 
sion, which, in turn, 1n its re port to Congress dated February 1949, 
made the following recommendations, among others: 

A. That full power over preparation of the budget and over expenditures as 
authorized by the Congress be vested in the Secretary of Defense, under the 
authority of the President. 

B. That the Secretary of Defense direct and supervise a major overhaul of 
the entire budget system; that the budget be of a performance type with em- 
phasis on the objectives and purposes to be accomplished rather than upon per- 
sonnel, supplies, and similar classifications; that uniform terminology, classifi- 
cations, budgetary, and accounting practices be established throughout all the 
services along administrative lines of responsibility, so that fiscal and manage- 
ment responsibilities go together. ° 

C. That the armed services be required, at least in peacetime, to keep complete, 
accurate, and current inventories. 

Former President Hoover supported these recommendations in per- 
son when he appeared before the Committee on Armed Services of 
the Senate in the spring of 1949 and the Armed Services Committee 
accepted them. Asa result of the joint efforts of a number of people, 
including members of the staff of the Armed Services Committee of 
the Senate, Assistant Secretary of Defense McNeil and some of those 
who had worked with the Hoover Commission on budget: ary matters 
and with the Commission’s task force on the National Security Organ- 
ization, a bill was drafted and, in due course, enacted as title IV of the 
National Security Act. The bill contained some mechanisms beyond 
the scope of these recommendations such as the working capital funds 
and management funds more fully described below. 

The debates leading up to the enactment of the National Security 
Act of 1947 and those relating to various amendments thereto have 
often been long and sometimes acrimonious. But with respect to 
title IV there was an extraordinary, and almost complete, unanimity. 
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Regardless of past differences as to this or that type of military organ- 
ization, or as to the importance of this or that military department 
or arm of the miltiary service, all agreed that we needed a military 
budget geared to the realities of the times and fiscal procedures which 
would enable the responsible officials, both military and civilian, to 
formulate policy based on accurate information, to check avoidable 
waste and to increase the efliciency of the Military Establishment. 
These were—and are—the basic purposes of title IV and it put into 
the hands of the responsible officials a stout tool for achieving them. 

Your inguiry, as 1 understand it, is to determine whether this tool 
is being used as it was intended to be. 

Specifically, title LV provided, among other things, for the appoint- 
ment of a comptroller of the Department of Defense, with the rank of 
Assistant Secretary of Defense, and charged him, under the Secretary 
of Defense, with— 

(1) supervising and directing the preparation of the budget 
estimates of the Department of Defense; and 
(2) establishing and supervising the execution of— 

(A) prince iples, policies, and procedures to be followed in 
connection with organization and administrative matters re- 
lating to— 

(1) the preparation and execution of the budgets, 

(11) fiseal, cost, operating, and capital property ac- 
counting, 

(iil) progress and statistical reporting, 

(iv) internal audit, and 

(B) policies and procedures relating to the expenditures 
and collection of funds administered by the Department of 
defense; and 

(3) establishing uniform terminologies, classifications, and 
procedures in all such matters. 

It charged the Secretary of each of the three military departments, 
subject to the authority, direction, and control of the Secretary of 
Defense, with causing budgeting, accounting, progress, and statistical 
reporting, internal audit and administrative organization structure 
and managerial procedures relating thereto, to be organized and con- 
ducted in a manner consistent with the operations of the Office of the 
Comptroller of the Department of Defense. It provided for comp- 
trollers in each of the military departments. 

One of the most important elements was the establishment of the 
so-called performance budget aimed at accounting for, and reporting, 
the cost of performance of readily identifiable functions and activities 
and the segregation of operating and capital programs. 

It set up working-capital funds to finance inventories of stores, sup- 
plies, and materials and industrial and commercial type activities 
within or among the departments and agencies of the Department of 
Defense. 

It provided management funds to facilitate the economical and effi- 
cient conduct of operations in the Department of Defense which are 
financed by two or more appropriations. 

It enjoined the Secretary of Defense to cause property records to be 
maintained in the three military departments, so far as practicable, on 
both a quantitative and monetary basis, under regulations which he 
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shall prescribe, such property records to include the fixed property, 
installations, and major items of equipment, as well as the supplies, 
materials, and equipment held in store by the armed services. The 
Secretary was ordered to report annually thereon to the President and 
to Congress. 

It contains some other provisions but the above are probably the 
more important ones. Title IV went into effect on August 10, 1949. 

While I am not familiar in detail with the progress that has been 
made toward accomplishing the purposes contemplated by this enact- 
ment, my interest in this law has been a continuing one and, having 
followed its progress at a distance, I will be pleased to give you my 
impressions. 

Some headway has been made all along the line, but the advance has 
been spotty, and more has been accomplished in certain fields than in 
others. Much remains to be done. On the whole, I believe that accom- 
plishments to date are more modest than was expected at the time 
the law was enacted. Iam not saying this by way of criticism, particu- 
larly not with respect to Assistant Secretary of Defense McNeil. His 
has been a tremendously difficult task and he has worked hard and 
effectively. 

Failure to achieve more is in my opinion due in addition to the huge 
size of the Military Establishment and the inertia and vested interests 
with which such changes always have to contend, to interferences, 
notably the Korean affair, which perforce occupied a higher priority 
than the establishment of the procedures required by title IV. 

As stated above, title IV provides that the Comptroller of the 
Department of Defense shall be one of the civilian Assistant Secre- 
taries of Defense. That is sound. We hear many pious statements 
about civilian control of the Military Establishment but not so much 
as to precisely how and where civilian control should be exercised. 

If applied in actual military operations, it is more likely to be hurt- 
ful than beneficial. The budget and fiscal procedures are the soundest 
and most effective means for the exercise of civilian control. These 
are fields where, by tradition and training, civilians are qualified to 
decide and to act. 

The original draft of the bill, as passed by the Senate Armed Serv- 
ices Committee, contemplated that the comptroller of each military 
department should be a civilian. However, the law as finally enacted 
changed this and offers alternatives with the result that in each of the 
three military departments the position of comptroller differs from 
that in the other two. 

In the Army, the comptroller is a military officer on the Army 
General Staff concurrently responsible to an Assistant Secretary 
and to the Chief of Staff of the Army. In the Navy, an Assistant 
Secretary has been designated as comptroller, in addition to numerous 
other responsibilities. In the Air Force, the comptroller is a profes- 
sional a fa officer concurrently responsible to an Assistant Secre- 
tary and the Chief of Staff in a manner similar to the Army. 

I believe that the original draft of the bill was sound in providing 
that the comptroller should be a civilian. In my opinion, he should 
be one of the Assistant Secretaries, as in the case of the Department 
of Defense, or at least should be directly and solely responsible to the 
Secretary, the Under Secretary, or an Assistant Secretary. He should 
have no other duties. Concurrent lines of responsibility tend to 
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create confusion. It is possible that had this arrangement existed in 
the Army, responsibility for the Korean ammunition shortages might 
have been placed more easily and definitely. 

Since there have now been several years’ experience under title IV, 
your committee may wish to examine this situation with a view to 
putting the comptroller functions in the hands of a civilian not 
charged with other responsibilities and reporting directly and solely 
to a Secretary, an Under Secretary, or an Assistant Secretary. 

In my opinion a change along those lines would expedite progress 
and failure to have such an arrangement is in my opinion largely 
responsible for the delays which have been incident to the introduction 
of the procedure s contemplated by title IV. 

The Korean ammunition shortage also raises questions as to the 
adequacy of the reporting procedures to be established pursuant to 
title IV. One of the most important objectives of such reports is to 
furnish responsible officials with prompt and accurate information. 
Had adequate reports as contemplated by this title existed, respon- 
sible officials would not have received the first notice of this critical 
shortage through rumors 

Such officials, whether in business or in governme nt, cannot carry 
on their functions without prompt, accurate, and concise information. 
Certainly this is true in a business as vast as the Defense Department. 
Nor can it be done without means for careful analysis of the facts 
contained in such reports. In such a system of reports special atten- 
tion should be invited to those items which are substantially excessive 
or deficient. 

Perhaps the goreatest obstacle to achiev ing the results expected under 
title IV is the lack of clear lines of authority and responsibility. I 
understand that in many instances the local commanders or man- 
agers of identifiable field activities still get their money, personnel, 
and material support from a number of different and usually unrelated 
or uncoordinated sources. Thus accurate and meaningful accounting 
is impossible. 

Happily, considerable progress seems to have been made in the huge 
task of shifting over to the performance budget. As experience ac- 
cumulates, I believe that Congress will be presented with increasingly 
clear information as to the programs to which requested appropria- 
tions are related. 

With respect to working capital funds and management funds, 
there has been some progress but their institution is by no means 
complete. 

Advances in the field of property reports have, I understand, been 
modest and much remains to be done to clear the way for the rendi- 
tion of significant reports in this field. What the military services 
have on hand is highly relevant to the matter of appropriations and 
it is to be hoped that the ob yjectives of title IV in this field will soon 
be ace omplished. 

Intelligible accounting requires a uniform and comprehensive sys- 
tem of accounting classifications. The accomplishment of this objec- 
tive, on which no great progress has been made, should receive high 
priority. 

Title IV provides for certain reports to Congress. I assume that 
you have received them. They will, of course, constitute grist for 
the mill of your committee’s inquiry. 
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However complete the introduction of the procedures under title IV, 
the responsibility for appropriations still rests with Congress. The 
present small congressional committee staffs seem to me to be carry- 
ing a burden beyond the capabilities of the ablest people. This 
hampers detailed and continuous familiarity with the military budget. 

Only by continuous year-round scrutiny of the military budget from 
the early planning stages through appropriations and expenditures— 
by permanent, well-qualified examiners—can the seasoned judgment 
necessary to produce clear and reliable information for the congres- 
sional committees be obtained. 

Investigations by such a staff would establish for congressional 
committees either verification or lack of justification for various items 
Cf the military budget, thus simplifying and expediting the hearings 
of the committees and freeing them for thorough consideration of 
m: jor policy aspects of the budget programs. By focusing their at- 
tention on essential points, such a staff could save the congressional 
committees many valuable hours. 

Accordingly, I take the liberty of recommending for your considera- 
tion the matter of providing such staffs to work with the Department 
of Defense and military departments and the Bureau of the Budget 
on a year-round basis so as to follow the course of the military budget 
from its inception, in the form of departmental budgetary estimates, 
oe appropriations and expenditures. 

Close cooperation between the Armed Services and Appropriations 
Committees of both Houses would fortify the efforts of the Secretary 
of Defense in tying authorizations and appropriations into a consist- 
ent and integrated military program. Precedent for the foregoing 
suggestions, I understand, is to be found in the Joint Committee on 
Internal Revenue Taxation of the Ways and Means and Finance 
Committees. 

I think your investigation is very timely. Some years of experience 
under title IV is available. While world tensions have not. less- 
ened, there exists for the moment comparative tranquillity in the mili- 
tary field so that this would seem to be a highly appropriate time to 
press forward vigorously toward consummating the arrangements 
contemplated in title IV. 

Senator Franpers. Thank you, Mr. Eberstadt. Now you men- 
tioned, as I also mentioned, the ammunition shortage which Senator 
Margaret Smith’s committee brought out. There is another general 
shortage which seems to me is pertinent to the question we are consid- 
ering here today. 

I had in mind from some unknown source the figure of $45 billion 
as having been appropriated to the Defense Department between the 
end of World War II and the beginning of the Korean situation in 
June of 1950. I asked to have the figures added up, and I now have a 
note indicating that the total obligational authority of the Defense 
Establishment in the fiscal years 1946 through 1949 was $74,362,- 
000,000. I do not know of anything which was a greater disturbance 
to the Armed Services Committee and the legislative branch in gen- 
eral than being told in effect—perhaps not in so many words—that in 
spite of that $75 billion of obligational authority, we seemd to lack 
pretty nearly everything with which to fight the Korean war at the 
heginning of 1950. 
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The assumption is, from the legislative standpoint, that if title IV 
had been in full operation toward the last of that period, because it 
could not have been put in total operation immediately, that the legis- 
lative branch would have had some information as to just what we 
were getting for the appropriations. 

That, of course, is one of the purposes of title IV; for the legisla- 
tive branch to know what we are getting. The situation we were in in 
June 1950 was a most disconcerting one. 

I have a number of questions that I want to ask you, Mr. Eberstadt. 
Would you define comptrollership as the term is understood in indus- 
trial and commercial relations ? 

Mr. Epsersrapt. I think a very brief and succinct definition is the 
chief financial officer. 

Senator FLanpers. He would be responsible both for budgeting, and 
would he be responsible for auditing the funds assigned under the 
budget ? 

Mr. Eserstapr. He would be responsible for the preparation of 
financial programs and he would see that the funds which were ap- 
propriated to those purposes had been properly allocate d. His duties 
under title IV, of course, are rather specifically laid down in the act. 

Senator Fianpers. You feel that there were perhaps some differ- 
ences in the comptroller concept as laid down in the act from the 
concept as it is understood in general commercial work? 

Mr. Esersrapr. Mr. Chairman, the exact functions and duties of 
comptrollers in civilian life vary somewhat. In some corporations 
the treasurer will have certain functions and the comptroller will 
have another group of functions and the vice president in charge 
of finance will have another. 

But title IV gathers up most of those functions and puts them in 
one basket.and puts that basket on the desk of the Comptroller of the 
Department of Defense. 

Senator FLanpers. Do you consider that experience in accountancy 
is a necessary qualification for a comptroller ¢ 

Mr. Exerstapr. It would be very difficult for me to see how he 
could possibly carry it out without that experience. I believe the 
question is somewhat similar to asking me whether I think a know]- 
edge of grammar is essential to a professor of English. I think 
ordinarily it would be. 

Senator FLanpers. That is quite definite and direct. Are those 
the primary qualifications for the Comptroller, aside from honesty 
and general intelligence and character ? 

Mr. Eserstrapr. Of course he must have these basic qualities which 
you mention and which we assume, but he should be a man of broad 
experience in fiscal and accounting matters gained, let us say, initially 
in civilian life and should also, through a pe riod of preparation, have 
obtained some knowledge of the way matters are handled in the 
military. 

Senator FLanpers. You testified in the 1949 hearings that the title 
IV scheme would break down unless the several comptrollers were 
properly qualified for the performance of their respective tasks. The 
question I have here is: Do you believe the qualifications of top-level 
comptrollers should be spec ified in the statute? I judge from what 
you have just said you do think they are very well specified in the 
statute. 
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Mr. Ernrerstrapr. I do not think that the qualifications are well speci- 
fied in the statute. I think that the duties of the Comptroller of the 
Department are well specified. The statute provides that there shall 
be a comptroller in each of the three military departments, but the 
duties and qualifications of such comptrollers are not specified. 

Such comptrollers can be civilians of experience or they can be 
military people. The statement which you read from the 1949 testi- 
mony I think experience has tended to bear out. I believe that we 
would have made more progress toward the accomplishments con- 
templated under title IV had the three military comptrollers been 
qualified civilians with responsibility only to their Secretaries, in- 
stead of this rather vague and confusing thing called concurrent 
responsibility. 

Senator Fianprers. Now that leads to the question as to how far 
down in the military organizations you would carry the idea of 
civilian comptrollers. Would you carry it just down to the Army, 
Navy, and Air Force comptrollership, or would he have under him 
other civilians going down through the organization and its separate 
branches? 

Mr. Eserstapr. Mr. Chairman, I would not in the law specify the 
need for civilians or military people below, let us say, the rank of 
Deputy Comptroller. I think the law would be getting into manage- 
ment if it did that. If the law provides that the Comptroller and 
the Deputy Comptroller shall be civilians, it is sufficiently clear and 
definite to fix responsibility. 

Senator FLanpers. You do definitely feel that joint responsibility 
to a civilian and to a military superior is unworkable? 

Mr. Exerstapr. I think so. I thought so then and I have seen 
nothing since that has made me change my mind. 

Senator Fianpers. Does or does that not lead to an interference or 
a change in the command structure of the services ? 

Mr. Eserstrapr. I do not think it has any relation whatsoever to 
the command structures. I think that the fiscal and accounting as- 
pects and budgetary aspects meet the command aspects at the ‘desk 
of the Secretary. If these comptrollers T am speaking of were civil- 
ians responsible only to the Secretary, their work would be done in 
accordance with the rules and reculations that the Secretary lays 
down, whereas I fear that in those departments where there has been 
concurrent responsibility, it has not been because the budgetary aspects 
have interfered with the command structure. The command structure 
has interfered with the budgetary aspects. 

Senator FLanpers. Supposing comptrollership was a civilian func- 
tion down to and including the Deputy Comptrollers in the services, 
can you conceive of any way in which they could interfere with the 
command structure ? 

Mr. Esersrapr. It would be very unlikely; very unlikely. 

Senator Fianpvers. You feel if they should, the responsibility for 
that would be up to the Secretary of Defense ? 

Mr. Exerstrapr. Yes. They are his deputies. But I emphasize my 
feeling expressed in 1949 that it is impossible for a comptroller to 
accomplish his functions if he has concurrent responsibility to the 
Chief of Staff and General Staff on the one hand, and to an Assistant 
Secretary or Under Secretary on the other. It cannot be done. 
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Senator FLanpers. Now in 1949 you estimated that a billion and a 
half coul 1 be saved annually in the De ‘partment of Defense in money 
or money’s worth. I assume that that figure was based on the de fense 
budgets for fiscal year 1949 and 1950, both of which were less than 

$14 billion, which would indicate that savings of greater than 10 per- 
cent could be effected. 

Now the question is whether that ratio could be applied to our 
present very greatly expanded expenditures and in connection with 
that, I think you would want to take into account the quite drastic 
paring that has already been done by the departments under the 
leadership of the Secretary and the Bureau of the Budget. Do you 
feel that the complete application of title IV would make for addi- 
tional savings beyond that which has been done by this more or less 
drastic budget paring? 

Mr. Exsersrapr. It is impossible for anyone to say with certainty 
unless and until the figures and the reports required by title IV are 
at hand. I would not mention a definite figure. That would be very 
unfair. I do not know enough about it. But I would say with a 
great deal of assurance that a substantial amount of avoidable waste 
still exists. 

Senator FLanpers. You would not want to commit yourself to any 
particular percentage of savings, then, based on your estimate back 
in 1949? 

Mr. Eserstapr. It would be unfair to do so, Mr. Chairman. I 
could not say. 

Senator FLanpers. Now title IV contemplated a gradual transition 
from the use of the budget system existing in 1948 to the use of per- 
formance budgets. How much time do you think that should have 
taken to make the change? 

Mr. Eperstrapr. If it had not been for the Korean situation, which, 
of course upset budget preparations considerably, I would say that a 
fair period would be 2 budget periods, or 2 years. 

Senator FLanpers. Would it not have required, however, a major 
reorganization in the assignment of personnel and their duties and 
their general relationships to top and bottom? It was not a minor 
adjustment proposal—was it not a major adjustment ? 

Mr. Exserstapr. By all means. It was a very major adjustment, 
and one which, of course, was rendered more difficult by what has 
been called concurrent responsibility. If everybody all along the line 
was responsible only to the Comptroller of the Department of Defense 
or to the Secretary, it probably would have been easier to put it into 
effect. 

Yet I understand that rather considerable advance has been made 
in shaping the budgets up to the performance basis. 

Senator FLanpers. It is my understanding that the working-capital 
fund device may be used for the financing of revolving inventories of 
common-use items as well as for the management of those commer- 
cial- and industrial-type activities operated by the Defense Depart- 
ment. The funds are to be charged with the cost of supplies brought 
under it or with the cost of materials purchased and work performed 
by the industrial-type activity, with reimbursement—are you follow- 
ing all this? 

Mr. Eperstapr. Yes, I have a certain familiarity with it. 
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Senator Fianpers. You are a very capable man——with reimburse- 
ment to be made by pi vyment in cash or in kind or by charges against 
the available appropriations of the consuming agency. We know that 
since the enactment of title IV over 4 years ago, the Air Force has 
put but one commercial- or industrial-type operation, the Defense 
Printing Service at San Antonio, Tex., under a working-capital fund, 
while the achievements of the Army and Navy, though more impres- 
sive, leave much to be desired. 

Is there any defect in the legislative authority for working-capital 
funds to account for this deficiency? If not, what reason would you 
assion for this condition ? 

Mr. Eserstapr. I know of no defect. The language is clear and 
the language is broad, and the language leaves plenty of room for 
the preparation of detailed instructions. Assistant Secretary Mc- 
Neil, of course, could answer that question much better than I can. I 
think again the main reason is that the lines of organization and au- 
thority are so criss-crossed and confused that it has been impossible 
for him to set up these working-capital funds. In my testimony I 
mentioned to you that many identifiable operations get their funds 
from a dozen or more different places. It is impossible to get com- 
parative accounts in those circumstances. One of the main reasons 
for applying these working-capital funds to industry like operations 
was to make comparisons. I pointed out in my statement that the old 
accounting was what might be called fiduciary accounting. Where did 
the property go and who was responsible for it? 

Title IV aims at business accounting, accounting which will facili- 
tate determining the efficiency and economy of operations. If you 
have a laundry, let’s say, a very simple case, run by this service, and 
then you have another laundry run by that service, the laundries 
ought to operate at about the same efficiency. 

If you can get your figures, you can hold the more efficient one up at 
least as an objective for the less efficient one. 

Senator FLanpers. Using the laundries as your illustration, you 
can compare them with commercial laundries? 

Mr. Enersrapr. Certainly. You can make business comparisons and 
set certain goals. 

Senator FLanpers. I have always been interested in the General 
Motors’ approach to internal competition. They compete with each 
other internally to an extreme degree. Also the internal outfit has 
to compete with external suppliers as well. That business of internal 
competition is one which has proved in business practice to be 
thoroughly feasible. It would be useful to have it, in my judgment, 
extended into the divisions of the armed services. 

Mr. Exverstapr. That was the purpose of that portion of the title. 

Senator FLanpers. I asked you awhile back how long you thought 
it would take to get onto the title TV procedures. You suggested it 
might be done within a couple of years. That would include major 
commercial- and industrial-type activities being placed under the 
working-capital financing. 

Do you think that could be done in that short time ? 

Mr. Exserstapr. Mr. Chairman, I think your previous question 
related to the transition to a performance budget. I think that 
2 years might be a rather short period to institute completely the 
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procedures in title 1V. I would say perhaps 4 years from the date of 
enactment. 

Senator FLanpers. It seems to me that that would require perhaps 
a little longer time. 

Mr. Eserstapr. With the act passed in 1949, one would expect in 
1953 that the procedures would have been pretty well established. 

Senator FrLanpers. In the hearing before this committee on May 
5, 1949, you stated : 

Enactment into law of this proposed new title IV will result in furnishing, 
in concise and intelligible form, the information essential to clear understanding 
and firm control of our very substantial military needs and expenditures by the 
Secretary of Defense, the Bureau of the Budget, the President, the Congress, 
and the people. 

Did this mean that a military department should be able to inform 
the President, the Congress, and the people what it cost to operate any 
given installation, the cost of the product of any of its industrial-type 
activities, and the number and value of assets such as tanks, aircraft, 
and ships maintained in inventories above some point designated by 
the Secretary of Defense as to the point of consummation ¢ By “point,” 

I mean the level below which supplies and materials will not be carried 
into the inventory system, as for instance supplies and materials in 
the hands of troops in a combat zone. 

Mr. Expersrapr. The answer is “Yes,” subject, of course to those 
items and activities which are secret. 

Senator FLanpers. I am a little bit concerned about this question of 

carrying complete inventories. It seems to me that there is another 

point somewhere below which it is impractical to go as well as deter- 
mining the point when you reach consumption. Would you expect, 
for instance, that the armed services would have an available inventory 
of scotch tape? 

Mr. Epersrapr. May I answer first by saying that the statute itself 
contains the words “so far as practicable.” 

Senator FLAnprErs. Scotch tape would verge on impracticability ¢ 

Mr. Exzerstrapr. It depends at which stage. I think that a huge 
store of scotch tape in reserve would be a proper item for the inven- 
tory. I think that scotch tape which had been issued to troops in the 
field most certainly would not be. 

The statute also provides for the issue of regulations with respect 
to those items. But I would be very much encouraged if I had seen 
any inventory, however incomplete and however open to question— 
I think that is the beginning. 

Senator Fianpers. Of course, we have from time to time seen in 
the public press information, unofficial, gathered by agile and energetic 
reporters, as to the miles of rope, and this, that, and the other thing, 
that the services have on hand. We have information—I don’t 
remember that it is especially with reference to rope, but other 
things—of what seemed to be abundant stocks, while the services are 
still ordering. 

All those things you would feel would be taken care of if this 
reporting system were in effect ? 

Mr. Exersrapr. I would not perhaps go quite so far as your state- 
ment. I would say the situation would be greatly improved. When 
you are dealing with thirty-five or forty billion dollars, it is very 
theoretical and impractical to look for complete control. But I think 
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if you had adequate reports, certainly, ammunition would be one item 
that should be dealt with in the reports. You would know how much 
ammunition you had and what calibers and what sizes and where the 
ammunition was—you would also know how many tanks you had. 
You will remember at the outbreak of the Korean war there was a 
considerable amount of confusion as to how many tanks we had or 
whether we had any tanks or didn’t have them and where they were. 

I thin k those major items, of course, could be covered. I do not 
remember any question on scotch tape, Mr. Chairman. 

Senator FLanpers. I have recently been reading Michener’s—the 
fellow who wrote the stories on which the South Pacific musical play 
was based—book called Return to Paradise or something of that sort. 
It is a tremendously interesting book. It consists first of descriptions 
of the state of affairs in the different islands, and so on, and then an 
appropriate story, so that you have descriptions and stories. In one 

of the stories—I am talking about tanks now—it tells how they built 
a ramp on one of the islands down which they started heavy con- 
tracting machinery—I do not know whether it was tanks or not. The 
drivers got them going full speed down this ramp into a fathomless 
depth of water and then jumped just in time so that they were not 
submerged as well. 

The story indicates an enormous destruction of that contractor’s 
machinery. It did not mention tanks, but I think you once remarked 
to me that it should be hard to lose a tank. Maybe it can be done. 

Mr. Eserstrapr. It has been done, but it would be a very difficult 
thing to accomplish, I should think. 

Mr. Chairman, may I invite attention to the phrase “avoidable 
waste.” There is in war and in preparation for war a great deal 
of unavoidable waste, whereas this title was aimed at reducing avoid- 
able waste. 

Senator Fianpers. I do not think I should accuse the Department 
of Defense of having made away with that heavy contractor’s equip- 
ment merely from an item of fiction. I hope it is all fiction and that 
there is no truth in it, but we have heard some very discouraging 
reports about what happened to much of our equipment in the past 
after the war. 

Now it is my understanding that the Department of Defense main- 
tains two separate sets of accounts, one for use in presenting its 
budget figures to the Bureau of the Budget, and to the Congress in 
requesting appropriations, and the other in maintaining the records 
for the operation of their day-to-day business. 

Assuming that this fact is true, to what extent would it deter the 
implementation of title IV? Are you aware of any such double set 
of bookkeeping ? 

Mr. Exserstapr. No, I am not, Mr. Chairman. I am not aware of 
two different sets of accounts. Usually the existence of two sets of 
accounts gives rise to one or another suspicion, but I do not know about 
it. I think you will have BM from people who know more 
about two sets of accounts than I do. 

Senator FLanpers. I may say that two sets of accounts are not 
uncommon in business. They are not uncommon where business con- 
siders that the Government requirements for depreciation and this, 
that, and the other thing are bad business practices, so that it is not 
necessarily an unfavorable thing to keep two sets of accounts. But 
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we would hope that one set would do in the Defense Department. 

Is it possible that the mechanism of title 1V—that is, performance 
budgets, working capital funds, uniform accounting procedures— 
can operate soundly and effectively without the quantitative and 
money accounting for property contempl: ated by section 410% 

Mr. Enersravr. The other provisions of title IV, if put into effect, 
would represent advances. But you cannot get anything like the full 
benefit of title IV unless you have property records. When, for ex- 
ample, the matter of appropriations comes up, certainly the existence 
of the property on hand and the installations in being are very rele- 
vant to appropriations. 

Senator FLranpers. They are in private business. 

Mr. Enerstapr. I think they are in public business. Unless the 
Appropriations Committees have some knowledge as to what is on 
hand, the appropriations are shots in the dark. They have no real 
relevancy at all. 

Senator FiLanpers. Do you believe that an autonomous audit 
agency, responsible directly to the Secretary of Defense and unfet- 
tered by departmental affiliations, should be created? Please give the 
reasons for your conclusions. 

Mr. Exersrapr. The answer to your question is “Yes,” in my opin- 
ion. And the statute gives the Secretary and the Comptroller 
through the Secretary the authority to make those audits. And the 
statute provides that in the three military departments those audits 
should also be made by the ¢ ‘omptroller, subject to rules and regu- 
lations laid down by the Secret: iry of Defense and the Secretaries of 
the military departments. 

Accounting is not meaningful without independent audits. 

Senator FLanpers. You would feel, if anything, then, that the case 
was at least as strong and perhaps stronger, for the independent audit 
than for the indepe mndent comptrollers ? 

Mr. Everstapr. I would not hesitate to put the power of audit in 
the hands of the Comptroller under the Secretary. 

Senator Fianpers. You would feel very strongly that the auditing 
should be independent ? 

Mr. Exersrapr. The auditing should be independent of those who 
are being audited. An audit has no meaning unless it is independent 
of the unit or the group or the activity which is being audited. 

It does not make sense for anyone to audit himself. 

Senator FLanpers. What in your opinion is the most necessary 
single device to title IV implement: ition? Would it be an effective 
educational program to acquaint all echelons with the importance of 
title IV or would it be the immediate and let us say arbitrary and 
complete institution of one or more of the devices provided by the 
title? 

In other words, would you first persuade them to like it and then 
impose it, or would you impose it and tell them they had to like it? 

Mr. Exserstapr. Mr. Chairman, in my testimony I pointed out that 
when title IV was enacted, everybody liked it. There was un: animity 
on all matters relating to title IV, excepting only this matter of the 
Comptroller. And there were certain people who did not want a 
civilian comptroller. They wanted a comptroller with concurrent 
responsibility. Apart from that, I think the unanimity was com- 
plete and Secretary Johnson was very strong in his support of it. 
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The most important thing, it seems to me, is such an examination 
as you are now making, taking stock of what has been accomplished 
under this rather simple but extremely important title in the past 
4 years. 

Then I think if the Secretary of Defense, the Comptroller of the 
Department of Defense, the 3 military Secretaries, and 3 qualified 
civilian comptrollers are themselves determined to put this act into 
effect, you will have found the most successful route for accomplish- 
ing it. 

Senator Fianpers. Do you think there is still a field left for the new 
Hoover Commission to reexamine budgetary, fiscal, and accounting 
practices and procedures in the De _partment of Defense? 

Mr. Eserstrapt. This Committee is making such an examination. 
As to whether there has been such discussion, ‘Mr. Chairman, I would 
rather that the question be put to Mr. Hoover. He is the Chairman 
of that situation and he could answer it better than I. 

Senator FLanpers. On that basis, sir, we will excuse you. You 
have clarified the original intentions, and from your point of view, 
the current results of this title 1V, and your testimony has been very 
useful. Thank you for being here. 

Mr. Eserstapr. Thank you, Mr. Chairman. 

Senator FLanpers. Mr. Lovett, will you take the chair? We have, 
sir, a biography of you which we will put in the record if it meets 
with your approval. 

(The document referred to is as follows:) 


RospertT A. LOVETT 


janker, born September 14, 1895, Huntsville, Tex.; graduated from Yale 
University with B. A., 1918; partner, Brown Bros., Harriman & Co., 1926; 
special assistant to the Secretary of War, December 1940 to April 1941; Assistant 
Secretary of War for Air, April 1941 to December 1945; Under Secretary of 
State, July 1947 to January 1949; Deputy Secretary of Defense, October 4, 
1950, to September 17, 1951; Secretary of Defense, September 17, 1951, to 
January 20, 1953. 

Senator FLanpers. Former Secretary of Defense Robert A. Lovett 
has consented to give the committee the benefit of the knowledge of 
title IV implementation which he acquired in the 28 months which he 
spent at the top level of the Department of Defense, 12 months as 
Deputy Secretary, and 16 months as Secretary, until his resignation on 
January 20, 1953. 

His service permitted him to follow all except the first year’s work 
in the implementation of title IV, and I am sure we will gain much 
from his testimony. We are grateful to you, Mr. Lovett, for t taking 
time out of your busy life to come to Washington to assist us. I under- 
stand you have no prepared testimony. 


TESTIMONY OF HON. ROBERT A. LOVETT 


Mr. Loverr. I have no prepared testimony, Mr. Chairman. 

Senator Fianpers. During your service as Deputy § Secretary and 
Secretary of the Department of Defense, were there occasions when 
you believed that financial and statistical information furnished to 
you was not reliable, and if so, can you give any examples? 

Mr. Loverr. Yes, Mr. Chairman,I can. Perhaps a little background 
may make this clearer. 
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Senator Fianvers. Proceed as you please. 

Mr. Loverr. In the first place, I do not believe a Secretary of 
Defense or the Secretary of any other department of the executive 
agencies can operate successfully without facts. The only way that 
I know of that he can get facts in the military establishments is 
through some sort of comptroller function, because his direction, 
authority, and control must be exercised largely, in my opinion, in that 
field. 

The accounting systems in the departments differ in many respects, 
and they have grown up over a long period of years—in the case of 
the Army over acentury. The organization of the three de ‘partments 
differ. Their controls differ. The only thing in which I think that 
they are similar is in the perhaps understandable reluctance to give 
up the known for the unknown. 

I think that the Secretary of Defense has a special necessity for the 
establishment of facts which he can rely on—that is, almost “audited 
facts.” He cannot operate successfully without them, and it is an 
even greater need, I think, in the case of the military departments and 
their Secretaries. He cannot operate unless he knows where he stands 
today—he does not know what he can do and he does not know what 
he needs unless he knows what his position is today. 

I emphasize this because inventory, in my opinion, is at the base of 
successful operation of the military departments and knowledge of 
inventory, knowledge of what you have, is a prime requisite. Based 
on that, you can then expand it into what is needed in a variety of 
circumstances. 

So I would say that the facts are the most important essential. And 
on the basis of those facts, the Secretary has a chance of making a 
judgment between alternate courses which may be and most frequently 
are proposed to him. 

He must have an inventory. The only way that I know of that he 
ean get that and have it adequately expressed is by a combination of 
physical inventory and financial statements; that is, a dollar price tag 
on many of the items. 

The only system that I know of that will provide that with any 
reasonable hope of accuracy is the performance budget, and particu- 
larly the outline set forth in title IV. All this is by way of back- 
ground in saying that I believe that title IV is the most hopeful form 
of control which the Secre tary of Defense can get. I think it is pos- 
sible, I think it is absolutely essential. I think this committee's report 
of July 28, 1953, is an excellent statement of the situation today, the 
faults which lie in it and in the main part, the corrective steps which, 
if taken, would improve it. 

I agree with the conclusions for the most part. There is one word 
in there—and this may be simply a matter of semantics—the word 
“comptroller” which, depending on the definition, would cause me to 
depart a little bit from the recommendations made in the report. I 
will come to that later, if you wish. 

Senator Fianvers. I will bring up the question of the functions of 
the comptroller, then, a little bit later in questioning you. What were 
the specific examples of lack of desirable knowledge on your part as 
to inventory—I say this because you have stated that the matter of in- 
ventories is a controlling necessity for proper performance of the dut v 
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of Secretary of one of the divisions of the Defense Department or of 
the Secretary of Defense himself. 

Mr. Loverr. That is correct, Mr. Chairman. I think that is abso- 
lutely essential. 

Senator FLanpers. What deficiencies in getting accurate inventories 
existed? Were they general or was it only in certain areas that you 
lacked the necessary ay ¢ 

Mr. Loverr. I am sorry to say, sir, that it was fairly general. But 
the Navy, having started in on a vec Doo am of working capital funds 
some years previously, was in better shape on more different types of 
items, particularly those of common issue, than the other two services. 
The Army Technical Service organization made it extremely difficult 
to obtain accurate figures, and virtually impossible to obtain adequate 
control, because a single depot, for example, might receive its funds 
from 50 or 100 soure eovahbvent the appropriation had been allocated 
in one amount. 

Senator Fianpers. In that report to which you referred, there are 
certain diagrams which show scores or hundreds of lines crisscrossing 
each other. That would be the result of such procedures, as a result 
of which you found it difficult to get a budgetary or other proper 
report from a department. 

Mr. Loverr. That is correct, Mr. Chairman. You asked earlier for 
a specific case. I think the Quartermaster General is a good case. 
His authority does not run to posts, camps, and stations. He may 
have authority over a depot of his own. 

Senator FLanpers. But when equipment and supplies go out of the 
depot to the post, camp, or station, he knows nothing about it? 

Mr. Loverr. That is right, sir. 

Senator FLanpers. He does not know even whether he ought to 
issue anything to the post, wreak or station ¢ 

Mr. Loverr. That is correct, 

Senator FLanpers. He does as viewer but that they may be over- 
supplied at the moment ? 

Mr. Loverr. It has to come through a line to get back to him, I 
think the easiest way to answer it, Mr. Chairman, is the system is 
wholly inadequate, and in my opinion unworkable. 

Senator FLanpers. It has been reported that considerable resistance 
on the part of the military to title 1V was attributable to a fear that 
the legislation would effect changes in the organizational and com- 
mand structures of the military branches. Would your experience 
support this report? I would like to have you go into that just as far 
as you think would be useful. 

Mr. Loverr. Yes, sir; my experience would support that report. 
I believe that the problem basically here in the military is, of course, 
the resistance of the technical services and the General Staff to change. 
It is an unfortunate but very human failing. Furthermore, there is 
always the dislike of what they may feel is an invasion of some author- 
ity or privilege which they currently have, and the removal of that 
vould cause them distress. 

There has been, I believe, a mental block, a psychological difficulty, 
in some of these services in accepting title IV. Yet, like so many 
generalizations, it would be unfair to apply that through all the serv- 
ices or through all the branches of the services. I think the easiest 
way to explain this situation perhaps is to give you a case in point 
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with which I was associated and with which I am familiar. The 
Department was kind enough to let me have copies of this particular 
instance in the hope that it would be better than a lengthy explanation. 

I am talking now of the Air Force clothing fund which is a working- 
capital fund—Air Force-wide, even operating in the combat theaters. 

The great resistance of the military departments in general has 
been the idea that an element of command is essenti: lly that of sup- 
plying the theater, so that under the Army system there is a break 
between the Zone of the Interior in a single depot sense, and the 
theater, area, corps, or even division. Starting in the latter part of 
1950, we proposed to put in a stock fund for Air Force clothing. There 
was a great deal of resistance to it, particularly when the suggestion 
was made that it be Air Force-wide. That is, it would embrace over- 
seas operations as well as internal operations. 

However, they were prepared totry it. And the Assistant Secretary 
for Defense (Comptroller) got crews together to make the initial 
setup of accounts. 

I must point out here, I think, Mr. Chairman, that this is one of 
the most difficult parts of the enterprise because unlike business ex- 
perience, where if you buy a company it usually is following an audit 
and you have books of accounts to start from, in this case there is 
nothing. You do not know what the inventory is. You are not sure 
what the rate of issue is. You are not sure what the rate of consump- 
tion is. 

The clothing stock fund was instituted Air Force-wide, and it op- 
erated, I think, with rather startling proof of the desirability and the 
wisdom of title IV. I have these figures, and I will read you the sali- 
ent ones, try to interpret them for you, sir, and then provide this to 
you if you w ish to have it as a part of the record. 

Senator Franpers. Thank you. 

Mr. Loverr. In the first financial statement of the Clothing Divi- 
sion of the Air Force stock fund, which was submitted on December 
31, 1951, they showed cash on hand of $15.5 million. I will round 
these figures out. It shows inventory of $386.2 million of stock on 
hand. 

Senator Fitanpers. That is overseas or wherever? 

Mr. Loverr. This is total, Air Force-wide. 

Senator FLanpers. Whether it is headquarters oF in the field? 

Mr. Loverr. That is right. At that time, as I recall it, the Air 
Force thought that their s sales or consumption ais be about $210 
million worth a year. At the time this came out they had plans for 
purchasing approximately $400 million more. When we got these 
figures, of course, that was canceled out—the $400 million. 

The latest report which was conveniently available on the same basis, 
using simply the cash item and the stock inventory, was $82.2 million 
on May 31, 1952, of cash, and $271.2 million of inventory, and their 
actual sales in 1953 were about $60 million, as compared with the 
estimated 

Senator Fianprrs. They only drew $60 million on the $271 million? 

Mr. Loverr. Yes, sir. 

Senator FLanpers. And they had been talking in terms of a $200 
million annual requirement ? 

Mr. Loverr. It was an estimate of what they would require. Now, 
to show the effect of this—and I think that is a very good example— 
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they now propose to buy in the next budget period $20 million and 
expect to issue $70 million—remember, they issued $60 million plus— 
and in the following year they plan to buy $25 million and to issue 
$75 million because, as the uniforms get older, they will, of course, 
wear out and they will have to sell more. 

That, very simply, Mr. Chairman, is an example of the effect of an 
operation of this sort in the way of economy. 

Senator Franpers. That is a case in which title IV has been actually 
put into effect 

Mr. Loverr. Put into effect and has operated to produce a saving. 
Out of this $85 million cash, about 40 or 45 million dollars can be 
withdrawn from these people because they do not need it. 

Senator FLanpers. They now know that they do not need it? 

Mr. Loverr. That is correct, sir. The thing that I want to empha- 
size is that this is Air Force-wide, including the theater of operations, 
because the operation of these things in the theater—in a combat 
theater—has been one of the strongest arguments used by the military 
departments in opposition to this. 

Senator FLtanpers. Were accounts kept for Korea? 

Mr. Loverr. Yes, sir. I have here a memorandum issued by the 
commanding general of the Far East Air Force, July 30, 1953— 
I will also submit that for the record—to all of his commanders in 
that area—in that combat area. He has this to say: 

Stock-fund operations in the Far East Air Force are a vivid example of the 
value of monetary accounting in supply management. 

That is rather a refreshing note. 

From the beginning of clothing-sales-store accounts in the Far Hast, this head- 
quarters and many intermediate commands have performed considerable research 
on numerous aspects of store operation. The research has been enlightening; 
the results astonishing. 

It goes on in that same vein throughout. He then takes his cloth- 
ing sales volume during fiscal year 1953 and shows that it stabilizes 
in their estimates at a figure which was heretofore unknown. Then 
he takes his own clothing sales store and depot inventories, which 
started out in December 1951 at something over $10 million. He has 
got them down to June so that they are $5 million, and he finds that 
he will require out there in the future approximately a million dollars. 

That is economy in the sense, of course, that everyone has been 
searching for it. 

Senator FLranpers. You cannot really expect that tremendous sav- 
ing to goall through. You mentioned the matter of clothing as being 
one of the worst situations. You could not expect it to go all through 
so that we could look for total improvements in that order. 

Mr. Loverr. Not at all, sir. I offered it not as an example of the 
order of magnitude of savings, but as proof of the fact that claims 
that were initially made that it would operate safely and economically 
in a theater of operations, including a combat theater, were correct. 

Senator Fianpers. Did this occur under your administration ? 

Mr. Loverr. This was put in during my time by Secretary McNeil’s 
comptroller organization, which, I might say, Mr. Chairman, if you 
will permit me, was absolutely essential to me. I could not have 
gotten the little that we were able to accomplish done without this 
type of financial management and particularly without the ability 
to make actual audits on performance. 
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Senator FLanpers. Did you endeavor, while you were Secretary, 
to have the same procedure applied to the same class of supplies in 
the Army? 

Mr. Loverr. Yes, sir. The Navy has had it, of course, for some 
time. But the Army has difficulties in this field which the newer 
service, the Air Force, did not face. But a number of these enter- 
prises were put in during the last few years. Another, of course, very 
interesting example is the MSTS, the Military Sea Transport Service, 
where savings of over $100 million were made in the first year. 

Senator FLanpers. Do you see any reason why this cannot be applied 
to the Armv Quartermaster ? 

Mr. Loverr. I cannot see any reason, Mr. Chairman. I feel, though, 
in order to make it possible, the Army regulations or perhaps the 
Army Organization Act may have to be changed in certain respects. 
But I cannot regard that as an obstacle. There is no reason that [ 
know of, no reason that I can imagine, that this same sort of thing 
cannot be done in the Army. In fact, they have done it in a number 
of areas. 

Their type of work does not go down to the post, camp, and station 
level. The Navy is considerably broader. 

Senator FLanpers. Our first inquiry into title [TV revealed that one 
of the most serious deficiencies in the implementation—that is a 
Washington word, implementation—— 

Mr. Loverr. Yes, sir: I remember it. 

Senator Fianpers. Of the title was the lack of qualified military 
and civilian personnel needed to fill the comptrollers’ offices at all 
echelons. What steps were taken during the period of your service 
in the Department of Defense to recruit competent people from civilian 
life to fill these important posts? How successful were these measures ? 

I might say that this reflects on some further questioning I am 
going to bring up, as to the comparative advantages or the possibilities 
of carrying both civilian and military comptrollers, or their equiva- 
lents. Did you find short: Be of ability a serious thing? 

Mr. Loverr. Yes, sir, Mr. Chairman; very definitely. We were 
able in the civilian ranks to a some good men, but it was an extremely 
difficult enterprise. In the military field the professional soldier's 
training normally—and I underline that word—does not fit him for 
this type of operation; neither his experience nor his background. 

However, there are men in the military establishments who, having 
been trained, are just as good as the civilian. They are rare, but 
they do have the advantage of permanence, which is not frequently 
found in the case of civilians. Mr. Wilson was most fortunate in 
being able to continue McNeil in the Comptroller’s functions all the 
way through. 

Senator FLAnpers. I might say that so far as I am able to judge, 
the members of the Armed Services Committee of the Senate have 
considerable confidence in Mr. McNeil. Of course, he has a Scotch 
name and probably some Scotch characteristics. 

Mr. Loverr. I think the confidence is well placed, sir. The Scotch 
traits are a necessary makeup of a good comgitnatles s character. A 
comptroller in the banking business, an auditor, for example in my 
bank is always referred to as being left handed. He is a little bit out 
of step with the others. If he is going to be popular, then he should 
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not be an auditor or a comptroller. It is a difficult job, but an abso- 
lutely essential one. 

I think it has been well performed, Mr. Chairman. 

Senator FLanpers. By the way, does your own family name have 
any connection with the Scotch family name of L-o-v-a-t ? 

Mr. Loverr. Yes, sir. There is no reason why it should not appear 
in the record. My middle name is Abercrombie. 

Senator Fianpers. Are there any statutory limitations on the re- 
cruitment of civilian comptroller personnel ? 

Mr. Lovetr. I do not know of any statutory limitations, at least 
with reference to the Office of the Secretary of Defense. I think that 
the problem is complicated in part by the fact that the comptrollers 
in the other departments may have a problem arising out of the 
organization acts of those three services, but I would not consider such 
problems applicable to the military departments as a whole. 

Senator FiLanpers. Let’s get down to the question of the line of 
authority for the comptrollers in the services and the question of 
military or civilian personnel in those services. Do you see any difli- 
culties in has appears to be the divided line of responsibility ‘of the 
military comptroller as between the Chief of Staff and the Assistant 
Secretary of the Department ¢ 

Mr. Loverr. Yes, sir; I think it is unworkable in its present form. 
It is not merely a man serving two masters, which is difficult at best, 
but it is extremely difficult for a career officer to have his promotions 
and his career dependent, we will say, on the Chief of Staff and have 
his natural and desirable ee run in the military line of com- 
mand, and at the same time have him act with complete independence 
as an extension of the authority of an Assistant Secretary in defiance 
of the expressed program which his Chief of Staff set up. 

To nail that down—because I think, Mr. Chairman, you have got 
this thing now right up to the decisive point—I believe that the 
comptroller, if I understand the word in the broad sense which I think 
it is meant the comptroller must be a civilian in the three services 
and in the Department of Defense. I think secondly he must be a 
civilian on a 25-hour day and an 8-day week on that job. 

I believe that this committee intends him to be something more 
than the strictly interpreted definition of a comptroller. I prefer 
myself—and this is the only area in which I depart from the conclu- 
sions of this report—to have him called Assistant Secretary for Finan- 
cial Management because his functions should not be purely fiscal, 
budgetary, and accounting, but run into the actual financial manage- 
ment. 

[ would try to elevate that position so that regardless of who the 
Secretary might be at some given moment, that “Assists int Secretary 
for Financial Management must get in to see him and must make the 
Secretary aware of what the situation is. I would then have that 
particular function limited to the civilian because the functions of 
finance, of procurement, of accounting, and audit lie more in the 
civilian field in common experience than in the professional military. 

Now when you get down to his assistants, I think it would be : 
mistake to say that he could not use either a civilian or a svclaahie 
military man as his comptroller or his auditor, as he saw best. I say 
that for this reason. The comptroller function is, I think, futile if 
it is regarded merely as a brake pedal, the thing that you step on. 
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The effectiveness is only apparent if there are brakeshoes on the wheels, 
and that means out in the field, all the w ay through the organization. 

The military man must do that work in the combat areas and in 
the field, in the theaters and in the overseas places in large part. So 
to exclude them, I think has two bad effects. In the first place I think 
it is bad from the service point of view itself. I think that this 
particular function ought to be made a profession, that the man ought 
to have a corps and a career to operate in, like a medical corps. In 
the Navy it comes very close to what I have in mind. It does not in 
the Army or in the Air Force. 

Senator FLanpers. How many stars would you assign as being the 
limit of the ambitions of a man in that corps ¢ 

Mr. Loverr. Mr. Chairman, I do not know. It depends, of course, 
on the size of the Army, Air Force, or Navy at that particular time 
and on the number of those top ranks which are available. But 
for the purpose of trying to be ere I would Say that if he 
could become a lieutenant general, if that represented a top rating 
there, he should not be denied that re saciid and his career should 
not be at the risk of the line chief of staff. I think there should be a 
definite division of responsibility in the Army. I think more of t! 
technical services operations sh ould be thrown over under the Secre- 
tary of the Army and not gel through the Chief of Staff. 

Senator FLaANperRs. Would it naturally be he case, then, that the 
Assistant Secretary of the De padi nt would have as next in order 
under him a top-ranking military man, that is, would that be the 
direction in which the progress of the man in this corps would go 
to arrive at a place immediately under the Assistant Secretary ¢ 


Mr. Loverr. He might arrive at that position, sir, which would be 
if you choose, somewhat analogous to the deputy concept now. But 
he would not necessarily have to be. In other words, a responsible 


Assistant Secretary for Financial Management ought to be able to use 
either a civilian or a military man, depending on whether or not he 
can get the better man from one or the other walks of life. But the 
military man would be useless in my opinion unless he Is Glven a 
career and trained in financial management, and unless he is relieved 
of the necessity of taking troop commands and rent the various 
things which a line officer should do. 

senator FLANpgERS. Your conce pt, then, involves spec ifie training 
for this corps, or would you expect that West Point oraduates would 
be available for a corps which had been thus segregated and dignified 
and trained? Or would they come largely from Reserve officers ? 

Mr. Loverr. I do not think they ought to be excluded. would 
guess they would come largely from men who want to make this type 
of thing their career. You have the equivalent of that, of course, in 
the Medical Corps and in certain specialty corps. 

Senator FLranpers. You have indicated how in your judgment a 
corps could be set up, trained and be given hopes for a responsible fu- 
ture, and an area of useful activity which would appeal to the mili- 
tary man. What are the advantages of doing this as compared with 
having the comptrollership function largely in civilian hands? 

Mr. Loverr. I think the advantage in not exc luding the military is 
dual. In the first place, I think that the military departme nts must 
avoid bringing the military officer into disrepute. If they cannot 
trust him with dollars, why should they trust him with the lives of 
men? There is nothing magic or mysterious about this business. It 
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is infinitely simpler than a lot of the things that the Corps of Engi- 
neers, for example, have to learn. 

To add one thing more to that, I think you invite mediocrity when 
you exclude from high positions on some automatic basis a man be- 
cause he wears a military uniform. I do not need to elaborate on 
that because I think this country has frequently found men in mili- 
tary uniforms competent to occupy the highest posts. 

In the second place, I think if the military organizations are to 
have responsible financial managers right down through the line out 
into the field, that line must come back somewhere. It must end 
somewhere, and I think it ought to end at the top because I do not 
think that your control of the financial management problem will 
be cured until you are able to have the principles and the practices 
go right straight down to the field. That is where the stuff 
consumed, 

Senator FLanpers. You are indicating that in your judgment the 
soldier, specially trained for the purpose, is better able to carry this 
thing right down to the field than would be the civilian? Is that 
what you are indicating ? 

Mr. Loverr. In part, Mr. Chairman. I do not say that he is better 
able to do it. A good civilian can do the top job very well, but the 
soldier has the advantage in one sense of having his own responsi- 
bilities run right down through the military lines to his men in the 
field. 

In other words, it would be awkward to have an Assistant Secre- 
tary for Financial Management issue a military order to a captain 
in charge of a store depot in Pusan. 

Senator FLanpers. You are saying it would be better for a mili- 
tary official to make that—— 

Mr. Loverr. No, sir; I do not even go that far. I do not say that 
it would be better, but I say he ought not to be automatically ex- 
cluded. I think that the Assistant Secretary for Financial Manage- 
ment ought to get the best man he can for the job. If it happens 
to be a civilian, fine. If it happens to be a military man, I would 
say he ought not to be told he cannot have this fellow, you have got 
to get a civilian. 

Senator FLanpers. This proposed corps is not quite clear in my 
mind. Let us assume that Il am a graduate of West Point and I am 
interested in accounts and business management. I decide to go into 
this corps, and up at the top somewhere there are said to be three 
stars. How can I ever have the slightest hope of reaching those 
three stars in the corps? The top position in that line of the corps 
would seem to be the deputy to the Assistant Secretary. How can 
I hope to reach that if I stay in the corps? 

Mr. Loverr. Mr. Chairman, you have that situation today, for ex- 
ample, in the Navy, in the Bureau of Supplies, and the EDO officers— 
engineering duty only, for example—where the man is specially 
trained and he has a ‘promotion system which by law protects him 
against being excluded and having only the line officers ; promoted. 

As long as the position avail: ble is the top, it seems to me it is a 
goal. 

Senator FLranpers. Then you advise me to take my chance? 

Mr. Loverr. Yes, sir. Mr. Chairman, I would like to make this 
clear. I am not a missionary for the separate corps. The thing 
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which I am talking about is the exclusion in this report of any use 
of the military at all. I think that is a mistake from the point of 
view of morale for military officers. I think it invites mediocrity. 
I think it ignores one of the essential facts, which is that this financial 
control, to be effective, has got to work at the brakeband on the wheel 
and not just at the pedal that you push. 

Senator FLanpers. However, as I remember you did say that the 
4 comptrollers, the 1 of the Department of De fense, the others of tke 
3 services, should be civilians. 

Mr. Loverr. The top financial manager should be a civilian, ana 
the military man, if used, must report solely to his civilian financias 
mecretary. 

Senator Fianpers. I think that is perfectly clear. He must not go 
through the Chief of Staff. 

Is it your opinion that the scope of the duties and responsibilities 
of milits ary comptrollers as defined | V title IV goes be yond that of 
their civilian oan terparts? If so, do you believe that the extension 
of comptroller functions which title IV provides is desirable? In 
connection with that question, you indicated that you felt that certain 
management responsibilities woul 1 go with the comptrollership. 

Mr. Loverr. Certain financial management responsibilities. 

Senator FLanpers. Financial management responsibilities. Do you 
think that those come within the duties of the comptroller as defined 
in the act? 

Mr. Loverr. Yes, sir: I think they do. But in order to make doubly 
sure, I ventured to enlarge the job’s title in my conversation with you 
this morning, Mr. Chairman, because generally speaking, language of 
that sort in a controversial area is construed in its narrowest sense 
against the Secretary of Defense’s office. 

Senator FLanpers. What would you say with regard to the point of 
practicability in the use of stock funds for inventories? 

Mr. Loverr. It seems to me perfectly clear that the major titles 

under the appropriations system could all be covered by working 
capital funds, management funds, stock funds, industrial funds, et 
cetera. Well, Mr. Chairman, I do not know how to say it other than 
this title IV, I think, is the only hope that we have of exercising 
reasonable control over the largest business enterprise in this coun- 
try—maybe the largest in the world, with $4 5 billion or thereabouts to 
expend. It is an enormous enterprise. It is so easy to confuse it 
with a business enterprise. It differs in so many respects that I will 
not take your time. 

But I should like to point out one thing. Generally speaking, in a 
business you make a product and your job is to sell that product. 
The man who comes into the Department of Defense with the idea that 
his job is to convince somebody that they need what he is producing 
is just backing into this thing. Actually his job is just the reverse. 
He has no trouble in getting his customers to ask him for things. 
His trouble is to beat their hands away from his pockets. 

Senator FLanpers. Yes; it is the business problem in reverse. Al- 
though the committee has been advised that management funds have 
been utilized to a considerable extent by the services in the conduct 
of joint ventures, it is our understanding that the operation of the 
Army Ordnance consolidated procurement account has resulted in 
much confusion. Can you comment on this matter? 
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Mr. Loverr. Yes, sir; I can comment on that very directly. I 
think it has resulted in some confusion. But I think that is because 
it is a cumbersome arrangenent. I think a number of the technical 
services are in that same position. The responsibility of the head of 
the technical services, of course, ends shortly after it leaves his immedi- 
ate area, so that again, to try to make this clear—for the record— 
I am sure it is to you—you can have an Army depot with its alloca- 
tion in one lump sum from the Office of the Secretary through this 
comptroller of, we will say, $100 million, and the man who operates 
th: it depot, the commanding officer, may draw his funds from 50 to 

. hundred different accounts fed into him by the technical services, 
so that you get that spider web diagram ‘which you referred to 
earlier. 

The whole idea of the performance budget is to set hg a unit that 
is going to cost so much, put some fellow in charge of it, and give him 
the authority and hold him responsible. As it is now, the responsi- 
bility is so dispe rsed that it is virtually impossible to trace it. 

Senator Fianpers. This involves, does it not, changes in the budget 
structure and the appropriations structure, as well as changes in 
the method of financial control in the departments? 

Mr. Loverr. In my opinion, it does, Mr. Chairman, at least in the 
Army. Iam not so sure it would in the Navy. The Air Force system 
is a partial inheritance from the Army, but they have straightened out 

the technical service arrangements to suit their peculiar needs. So 
the Army is the area where the greatest changes in regulations and 
perhaps in organization would have to be made. 

Senator FLanpers. To the extent that that is the case, it would 
probably not be practical to insist on the budget procedure and the 
ap propriations proc edure so far as the arrangement of items are 
concerned, in next year’s budget. 

Mr. Loverr. It might very well complicate the problem which 
the Congress faces. 

Senator FLanpers. But there is no harm in serving notice for the 
next year. 

Mr. Loverr. No, sir. I really believe that the governmental of- 
ficials who try to carry out these things may need clarification of in- 
tent, if not a change in the actual language of the act. In other 
words, I believe that in order to avoid the possibility of argument 
about whether the Comptroller is purely an accountant or bookkeeper, 
which is the attitude taken by a number of responsible officers today, 
a statement for example that it involves financial management and 
is not just limited to bookkeeping would do a great deal to strengthen 
the hand of those who are trying to put this into effect. 

Senator Fianpers. What was the attitude in the lower command 
echelons toward the comptrollership concept and the basis for budget- 
ary. fiscal, and accounting procedures in your experience ¢ 

Mr. Loverr. I do not think that the trouble generates in the lower 
echelons. There, of course, is an inherited resistance, but I think that 
the ex: umple IT gave you of the Air Force clothing fund is apropos 
of this point. Where the command gets proof, then the juniors will 
follow. 

Senator Fianpers. I may say that I have had more than one com- 
munication from supply sergeants in the field telling of oversupplies, 
so that those sergeants at least do not have to be told on something. 
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Mr. Loverr. No, sir, I do not think the trouble lies in the lower 
echelons. 

Senator FLanpers. Would an extensive educational program to the 
lower levels in all departments be advisable concerning the title and 
its advantages in achieving efficiency and economy. 

Mr. Loverr. I think it is desirable, sir. I think something along 
the lines done by the commander of the Far East Air Force is very 
helpful, because it invites attention to proven results. I think my 
answer to the question could be expanded by saying I think that edu- 
cation is perh: ips equally if not more necessary at the top. 

Senator Fianpers. In your opinion what is the amount of savings 
percentagewise that could be achieved through the complete imple- 
mentation of title LV ? 

Mr. Loverr. I think Mr. Eberstadt and I share the view that there 
isa very rich harvest to be gathered here. As to precise percentages, 
I think it is quite impossible to say. 

Senator FLanpers. Of course you gave one case, that of the sav- 
ing in clothing on the part of the Air Force; that was spectacular. 
But I think you also said that you did not expect that the savings 
would be comparable all along the line. 

Mr. Loverr. That is quite true, Mr. Chairman. The basic point 
which I was trying to emphasize there was that even though the field 
commanders were reluctant to accept this at the start, they now are the 
most enthusiastic supporters. 

Senator FLanpers. What would you suggest we do about it? That 
is, What should the Armed Services Committee do about it? What 
shall we recommend to the Department with regard to the full imple- 
mentation of title LV. 

Mr. Loverr. Now that we have what currently goes by the name 
of peace, it seems to me that this is an ideal time to take a look at the 
scar tissue we have accumulated over these last 3 years and get going on 
this thing. I think there is a very definite disposition to do so. I 
must say in fairness to the men who have struggled with this for years, 
that they feel somewhat better now that one of our parent committees 
of Congress has accepted title 1V, whereas in the previous year, a year 
ago, there was some question as to whether that sup port had been 
withdrawn, that is, as to the desirability of it. 

I think the essential thing to do is for the Department of Defense 
to get a more or less uniform practice established of putting these 
financial managers, or comptrollers, in a position of complete responsi- 
bility, with a delegation from the Secretary involved, giving these 
men such direction, authority, and control as he himself has. Then 
he should hold them accountable and back them up in the inevitable 
arguments which arise. 

The consumer-suppler relationship is a very desirable one in the 
military departments, Mr. Chairman, and if you need proof of it I 
think you find it rather well done in the Navy at the moment, where 
the services such as the Bureau of Ships, BuAir, et cetera, are under 
the Secretary of the Navy. Their purpose, the reason for their exist- 
ence, is the fleet, but they are not under the Chief of Naval Operations 
A move toward customer-supplier relationship, I think, keeps the 
civilian type of enterprise under civilian control, and the military 
combat operational type under military control. , 
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Senator Fianpers. As a final question, do you think the Hoover 
Commission can operate profitably in this are af Of course, this is not 
the only area in which it can operate in connection with the Depart- 
ment of Defense. The new Hoover Commission, as I understand it, 
has letters of marque and reprisal which the old Commission did not 
have. 

Mr. Loverr. That is a very difficult question, Mr. Chairman. I do 
not feel at all sure of my answer to that. I have a feeling that through 
this study, through the accumulated experience in your past testi- 
mony here, supplemented, perhaps, by the committee which will deal, 
as I understand it, for the Secretary of Defense with methods of apply- 
ing the rules laid down in title 1V, I am not sure what useful purpose 
in addition could be performe d by the Hoover Commission. 

Senator Fianpers. I may say that we are not proposing to ask for 
an injunction. 

Mr. Loverr. I would not want to walk into that witch’s forest and 
try to find a way through it, but frankly I do not think we need any 
more proof or any more identification of the problem than is contained 
in this report of July 28,1953. I think what is needed is to get the tail 
wheel off the ground ee, get up flying spee “d. 

Senator Fuanpers. All right, sir. Thank you very much, Mr. 
Lovett, for coming here. You have been ve ry useful, and the chairman 
at least knows far more than he did before you sat down. 

Mr. Loverr. Thank you very much, sir 

Senator FLanpers. The documents which Mr. Lovett submitted in 
support of his testimony are admitted to the record. We will recess 
until 2 o’clock. 

(Whereupon, at 12:55 p. m. the committee recessed until 2 p. m.) 

(The documents referred to are as follows:) 


DEPARTMENT OF THE AIR FORCE 
AIR FORCE STOCK FUND—CLOTHING DIVISION 


Statement of financial condition Dec. 81, 1951 


As 
Ca l aS edu $15, 50: 0 
A nts re ib! 9, 184, 984 
lr ‘ i not 4 
‘ 
I ). 105. 100 
I 1, 236, 340 
7.0. 66 
I 1 11, 177, 908 
$306, 380, 0O8 
11, 448 
19, 930, OR3 
Int ! 4, 614, f 
) 856, 154 
406, 236, 252 
oO 4 withot 
20, 000, OOO 
386, 236, 252 
410, 924, 566 
Liat 
A ‘ . note B 19, 482, 435 
\W w 2 000, 000 
21, 482, 435 
I I ( 
t ) balance 135, 000, 000 


36, 934, 9YOS 


371, 934, 908 
Increase from operations wily price variance) (exhibit B)_...-- 17, 507, 223 
389, 442, 131 
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Balance sheet May 31, 19538 


ASSE 

Cas! $82, 225, 227.04 
Accounts receivable 

Due from Air Force 





appropriations $3, 048, 897. 66 
Due from other appropriations 879, 167. 22 


3 928 064. 88 
Inventories 
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Ir juartermaster depots $69, 676, 093. 63 
In process with manufacturers 3, 554, 444. 12 
In transit 521. 898. 00 
73, 752, 455. 75 
Clothing 
In Air Force depots 165, 961, 436. 87 
In clothing sales stores 
Bulk storage $18, 035, 774. 54 
Retail outlet 7, 919, 815. 4 
25, 955, 589. 99 
In transit 598. 782. 79 
197, 515, 809. 65 
271, 268, 245. 40 
I SSE 7, 421, 537. 32 
LIABILITIES AND CAPITAL 
Liabilities 
Accounts payable—com mercial $2, 141, 584. 89 
Accrued transportation charge 55, 598. 40 
Unidentified receipts 48, 171. 58 
$2, 245 4. 87 
Capital 
Contributed capita 265, 985, 062. 57 
A ppropriat 1 capital 149, 000, 000. OO 
Adjust { ipital (ext B 
From operatio 
2 vear lir June ) 1952 $ 663. 80 
Period ending May ) 1. 38 
876, 524. 42 
From ot idiustment 
2 rs end Ju 0, 1952 15, 949, 524, 04 
I ling May 31, 19 634, 029. 48 
60. 68 14 { 
), 176, 182. 45 
Total li lities and capital 357, 421, 537. 32 
Changes to capital 
Month of May | July 1, 1952, to 
1 x 
153 \lay 31 53 
ile . 
ro R il AF pers el for cast $1, 114, 687. 43 $11, 937 79 
l'o others for cas! 286, 009. 74 3, 068 76 
Fe I lallowar 1. 404, 412, 29 32 186. 643. 00 
For he Lapp ( 81, 114. 20 1, 416, 191. 96 
For bur eased 1, 888. 96 29 940. 72 
For pr 0 St 129. 80 1. OF 75 
For the f oper is movement 0 659. 00 
F t Ses 459, 400. 57 4,03 69. 34 
I 36, 638. 40 57 887. 95 
F¢ niform 0 1] 75 
24, 160. 31 354, 704. 68 
nd misce 18 06, 147. 36 2, 262, 120. 26 
4 114. 589. 06 56, 562. 308. 96 
Le cost sold 4. 114, SSO. OF Ae 62, 308. 96 
Gro profit 0 0 
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HEADQUARTERS, FAR EAST AIR FORCES, 
APO 925, July 30, 1953. 

Subject: Clothing sales store operating summary for fiscal year 1953. 
To: Commander, 5th Air Force (Rear), APO 970. 

Commander, Japan Defense Force, APO 710. 

Commander, 315th Air Division (Combat Cargo), APO 959. 

Commander, Far East Air Logistic Force, APO 323. 

Commander, 13th Air Force, APO 74. 

Commander, 20th Air Force, APO 239. 

Commander, Far East Air Forces Base, APO 925. 

1. Stock-fund operations in the Far East Air Forces are a vivid example of 
the value of monetary accounting in supply management. From the beginning 
of clothing sales store accounting in the Far East this headquarters and many 
intermediate commands have performed considerable research on numerous 
aspects of store operation. ‘The research has been enlightening; the results 
astonishing. This publication presents our findings with additional comments 
on trends and forecasts that will aid Comptroller and supply personnel in plan- 
ning during the new fiscal year. 

2. The first projects that were initiated to improve clothing sales store man- 
agement through the use of dollar-accounting information focused attention on 
the extremely high inventory level of the command. At the time, January 
1952, the program for initial distribution of the blue uniform was under way, 
thereby requiring slightly higher inventories than would be required under 
normal business conditions. Depot and store inventories were then valued at 
$10,658,000 which included all clothing in transit to Far East depots and stores. 
By April the initial distribution was almost completed, making possible a fairly 
accurate appraisal of our inventory position. Our first study showed that we 
still had approximately $10 million in clothing inventory, with a sales forecast 
of $1,500,000 annually under conditions at the time. Headquarters, Air Ma- 
teriel Command had advised that the stock fund was in a precarious condition 
insofar as funds for additional procurement were concerned. They based this 
situation on the fact that stock levels in overseas commands were too high 
in relation to actual sales. Several large shipments were made back to the 
Zone of Interior and to the Kobe Quartermaster Depot in the months that fol- 
lowed which resulted in a $3,100,000 drop from the record high of January 1952. 
This reduction and succeeding declines in the command inventory level can be 
noted in the following graph. 


CLOTHING SALES STORE AND DEPOT INVENTORIES 
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As a followup on the utilization of trial-balance information for inventory 
control, a second study was made on base inventory levels with particular em- 
phasis on a FEAF-wide chart showing each base commander how his store rated 
with others of the command. A brief review of this chart clearly disclosed those 
bases hoarding excess inventories. Another highlight of the study was the 
introduction of inventory turnover ratios. Fundamentally, “inventory turnover” 
is the relationship of monthly sales to month-end inventories. This method of 
evaluating the inventory program of a store is used because it provides a stand- 
ard unit by which all stores can be compared. The initial goal of 17 percent 
monthly turnover was suggested by this headquarters in September 1952. In 
the 8 months that followed, clothing-sales officers reduced their combined inven- 
tories by an additional $1 million and increased the command inventory turn 
over rate from 6 to 11 percent. As many of the larger stores surpassed the 
17 percent mark, it became evident that our standards were too low. In March 
19538 all clothing sales store officers were requested to attain inventory turnover 
rates of 15 or 25 percent, depending on the sales volume of the store. These 
dual rates were considered advisable by this headquarters because of the require- 
ment for a large-size range of clothing at the stores with small sales volume 
which keeps them from reaching the high rate of turnover enjoyed by the larger 
stores. It should be noted that the 25 percent turnover rate corresponds to 
inventory levels established in paragraph 2a, section 8, volume X, AF Manual 
67-1. The manual establishes a 90-day stockage objective plus a 30-day pipe- 
line which will give a 100-percent turnover every 4 months—25 percent per 
month. As an aid in adjusting to this inventory standard a size tariff table is 
being prepared by this headquarters. Distribution is expected within 30 days 
Chart No. 1 indicates the progress of the class A stores toward their 25 percent 
goal and that made by the class B stores toward 15 percent turnover. During 
the past 6 months 38 stores have increased their turnover rates by at least 9 
percentage points, although the majority have shown only small improvements. 
In this respect it should be noted that September 30, 1953, is scheduled for the 
completion of this project. 

3. Looking back on the supply-and-demand aspects of the clothing stores, it 
seems almost impossible that major item shortages could have existed. At the 
peak of the initial distribution of blues, monthly sales and issues reached 
$575,000 with a command inventory 18 times greater. Even this substantial 
inventory cushion did not eliminate inventory shortages which in many instances 
have been carried through to the present day. From the materiel standpoint 
this problem is a constant one that can be traced to the complexities of controlling 
such an enormous stock, back orders from zone of interior depots and the fact 
that combat support takes precedence over secondary supply classes. From the 
Air Force financial point of view the problem is one that emphatically points to 
the need for more efficiency and more economy in dealing with the taxpayer's 
dollar. A commercial enterprise of either the largest or smallest proportions 
could not possibly remain solvent on the inventory structure we have used for 
clothing sales stores during fiscal year 1953. It is true that private and cor- 
porate business organizations are heavily influenced by competition and profit 
motives, but the Air Forc@ cannot disregard principles of economy because these 
specific motives are not present. 

4. Our program for controlling inventories has been presented, but sales volume 
remains at the discretion of the customers. In some instances promotion pro 
grams and clothing standby inspections have increased sales, but generally they 
provide only a small incentive for the individual to purchase additional clothing 
items. Inventories and sales per month are now approximately half those 
reached in January 1952. During the past fiscal year we have had a gradual 
increase in sales volume throughout the command that is attributed to the 
expansion of clothing stores into Korea and increases in command personnel 
strength. As shown on the following graph sales show a gradual decline in the 
summer months due to the lower-priced items being sold. Then as the higher- 
priced items come into demand in October, sales rise sharply. This cycle is 
expected to repeat itself during the current fiscal year which should enable 








40 TITLE IV, NATIONAL SECURITY ACT OF 1947 


clothing sales officers to make a fairly accurate estimate of their potential sales 
for any period. Inventories should be planned accordingly. 


CLOTHING SALES VOLUME UWORING FISCAL YEAR 1953 
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5. Of special importance in the analysis of sales is the relation between cash 
and credit sales. Credit sales, more commonly referred to as health and appear- 
ance sales, have been the subject of considerable correspondence from Head- 
quarters, United States Air Force. In response this headquarters has initiated 
several programs for the purpose of reducing such sales. In March 1952, Head- 
quarters, United States Air Force made a survey of credit sales by all major 
commands. The Far East Air Forces ranked ninth with 21 percent of all main- 
tenance sales on the credit basis. In comparison a recent survey showed that 
this command had reduced such sales to 2 percent of the total maintenance sales. 
It is intended that the command percentage of health and appearance sales be 
held within this limit during fiscal year 1954. 

6. Another area that warrants close attention is the trend in average monthly 
purchases by each individual assigned to the command. Several studies on this 
subject have shown that during the past year the individual officer and airman’s 
monthly purchase has maintained a consistent average of $2.20. The actual 
amount that the average person will spend in sales stores has become increasingly 
important in recent months due to the fact that many of the smaller installations 
are requesting clothing stores or branches. By multiplying the average monthly 
purchase times the number of personnel assigned to the base a fairly accurate 
estimate of potential sales can be made. From these figures an appropriate 
initial inventory can be established that will yield the desired inventory turnover 
rates. In such cases the principle of limiting inventory to a monetary level is 
heing introduced. Eventually it is planned that all bases will be provided with 
a dollar limitation on inventories, but this type of control will not be initiated 
until commanders have had sufficient time to attain the prescribed inventory 
turnover rates of our current project. (See paragraph 2.) 

7. In the analysis of sales trends und their relation to other phases of store 
operation, the expense factor can hardly be neglected. Considerable study has 
been performed on the relationship of these two aspects which has proved that 
there are wide inconsistencies in store operating costs. The Far Bast Air Force 
clothing sales store operating statement for fiscal year 1952 provided all instal- 
lations with a comparison of operating costs per $1,000 sale. At the time costs 
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ranged from $28 to $222; however, during the period studied the blue uniform 
was being distributed, causing high sales and abnormally low costs. As shown 
on chart No. 2, costs during the past year have increased due to smaller sales 
volume and continue to show broad variations on bases with approximately the 
same sales. Those bases requiring management studies are evident. In this 
area it is planned to establish a standard operating cost per $1,000 sale depending 
on the business of the store and the prevailing wage for nonmilitary personnel 
at the various installations. 

8. Inventories, sales, and costs of the clothing sales store in Korea have pre- 
sented a unique picture. An inventory of approximately $300,000 is presently 
supporting a monthly sales volume of between $60,C00 and $80,000. As stated 
in the April 1953 edition of the Headquarters, United States Air Force, Comp- 
troller News, this inventory position is probably the best of any clothing sales 
store within the entire system. To this we add that 99 percent of all sales are 
on a cash basis and the cost per $1,000 sale is the lowest in the command. There 
is no doubt about the fact, supply and demand factors as experienced in Korea 
are among the most favorable in the Air Force. All shipments are airlifted from 
the Japan depot to K-2, where the bulk storage is located. In the event that the 
mobile outlet needs additional items they are airlifted to the appropriate base 
within a few hours. Although an in-kind issue system is in effect for some items 
in Korea, the demand for store merchandise remains at a constant high level. 
In addition, the continuous rotation of large numbers of personnel in and out 
of the area and the fact that the mobile unit can only visit each site periodically 
accounts for the rapid inventory turnover. There are many stores in Japan that 
have just as favorable supply support but have only shown a small degree of 
success in adjusting to an inventory position similar to Kore 

9. In summary it should be pointed out that the monetary accounting system 
for clothing sales stores has proved itself as a valuable aid in store management. 
The projects outlined in this report and many more on losses and gains have 
given tangible proof that stock fund accounting records and reports can be used 
by every echelon. During the next 12 months we expect to make even greater 
use of trial balances to improve store operations. The objectives toward which 
our policy will be focused during fiscal year 1954 are as follows: 

(a) Bring sales store inventory turnover up to the desired levels by Septem- 
ber 1953, thereby effecting a better distribution of clothing items. As distribu- 
tion improves, clothing sales store officers will gain more confidence in the depot. 
This in turn will lessen the requirement for large stocks at the bases. 

(b) Reduce the Far East Air Forces share of the clothing stock fund to a 
practical and economical working level. This means a $2,500,000 reduction in 
present depot and store inventories. 

(1) Place a dollar limitation on the working inventory of the stores and 
depots of the command within which they would be compelled to operate. 

(2) Require all depots and stores to price requisitions. The value of these 
requisitions would be considered as part of the working capital authorized 
the base or depot account. 

(c) Perform continued study on all types of losses and gains for evidence of 
conditions requiring corrective action. 

(dq) Maintain the ratio of health and appearance sales to total maintenance 
sales at the current low level. 

(e) Obtain a greater degree of control over in-transit shipments with prompt 
and effective followup action when a shipment has not been received in reason- 
able time. 

(f) Bring clothing sales store operating costs into a proper relationship with 
sales volume. The most economical store operation within a given sales range 
will be the standard. 

10. Although the clothing division of the stock fund makes up only a small 
part of the supply picture, it is felt that the progress made during the past 2 
years highly justifies the management improvement programs listed above. Only 
when these projects have been completed and our resources are effectively aligned 
to our actual requirements can it be stated that the Government is getting maxi- 
mum utilization from the stock fund investment in the Far East Air Forces. 

By order of the Commander: 

L. J. KEATING, 
Major, USAF, Assistant Adjutant General. 
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CHART 1.—Clothing sales store inventory turnover 


Highest per- 








: } . he Percent in- | cent monthly 
rod Sales June ventory inventory 
June 19 url nT turnover 
June 1953 January 
Tune 1953 
A 
| ¢ $3.54, SOF $ 16! 14.4 32.8 
2,5 2 St 024 l 13.8 
DIR 87, 398 19, S38 22.7 27.0 
86, 126 15, 489 17.9 20,0 
< 103, 03 17, 144 16. ¢ 25.2 
124 11, 4 1.2 14.3 
f 138, 268 13, 818 1 10.0 
I ’ " 7 11, 282 11.7 15.0 
] k S5t 182, 51 4,31 4 3. f 
I Al $ 1,4 8, 977 ) 6. ¢ 
‘ & 1 69 9. 997 ).7 ( 
8 
A S. OOF Ms 8, O46 4%. 4 11. ¢ 
1s l ] 4, 44 s 1 
R89, 267 Bs! 423 6 8.2 
I i 74, 704 05 11¢ 7 9.8 
Haned 67,723 27, 624 4,121 14.9 17.9 
N », 024 4, 548 4, 891 ) 10. 7 
RHR 9, OH 1,333 14.4 19.0 
; At} { 4 I» 17 
R RS 
tal }, O00, OS 5, 668, 444 228, 797 
\ I Sales and entory data were taken from clothing sales store trial balances, RCS-AMC-C2 
Iwaku CSS has been reclassified i i B st 
CHART 2. Clothing sales store operating costs 
Salk Janu Cost of oper- Cost per 
ary—-May ition, Janu- $1.000 sale 
1953 iry-May ee 
l 2 3 
K $312, 604 $30, 781 $98. 47 
( 136, 287 15, 342 112. 56 
93, 936 19, 366 206. 24 
84, 730 8, 650 102. 13 
( 76, 52 9, 799 128. 09 
K 75, 244 19, 264 256. 17 
lo 64, 767 10, 892 168, 09 
It 65, 771 8, 436 128, 21 
FEA 49, 630 8, 672 174, 84 
y 49 514 &, 215 165. 96 
A 49, 532 7, 952 160. 65 
N 46, 201 10, 110 218. 83 
N 31, 928 11, 199 351, 07 
Br 27, 992 8, 122 290. 07 
Iw 25, 376 11, 334 | 446, 22 
Na 23, 337 9, 879 423. 99 
Kisarasu 6, 566 2, 111 319. 85 


‘ 1 olu 1 1 n clothing sales store trial balances, RCS: AMC-C2. 
Cost figures in column 2 are taken from the appropriation and expense reports, RCS: AF-C47, 


AFTERNOON SESSION 


Senator FLanpers. The hearing will come to order. The success of 
any committee’s work depends in large part upon the expert staff i 
assistance which is available to it. Mr. dchneider, whose assistance ‘ 
was so valuable to the Defense Establishment Task Force of the 
Hoover Commission, did the preliminary work on the status of title 
LV implementation for this subcommittee. 
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This work, accomplished with the able assistance of Mr. Carter 
Burgess, has resulted in the fine document summarizing the status 
of title IV in the Defense Department which was submitted to us on 
July 28, 1953. 

Mr. Schneider, widely respected among his colleagues in the finan- 
cial and industrial community for his broad knowledge of manage- 
ment practices, is executive vice president of the Newmont Mining 
Corp. of New York City. His civilian experience and his intimate 
knowledge of title IV make his contributions to our work uniquely 
valuable. 

I should like to submit for the record a brief biographical sketch of 
Mr. Schneider. 

(The document referred to is as follows:) 


FRANZ SCHNEIDER 


Corporation executive, born July 11, 1887, Lawrence, Mass. Graduated from 
Massachusetts Institute of Technology, B. S. 1909, M. S. 1911; financial editor, 
New York Evening Post, 1920-25; financial editor, New York Evening Sun, 1926- 
30; associated with Newmont Mining Corp., New York, N. Y., 19380 to date, 
presently executive vice president of that corporation; member of the boards of 
directors of a number of corporations; attached to General Staff of the United 
States Army during World War I; Associate Deputy Administrator of the War 
Shipping Administration during World War II; special advisor to the Director 
of the Office of War Mobilization and Reconversion ; staff consultant, Committee 
on National Security Organization of the Commission on Organization of the 
Executive Branch of the Government 


. 


Senator FLanpers. Before Mr. Schneider commences his testimony, 
I should like to introduce into the record, for inclusion in the appendix 
as exhibit A, a letter which I received from him under the date of 
July 28, 1953, transmitting to the subcommittee the preliminary re- 
port to which I referred earlier. I should also like to make the report 
itself a part of the record as exhibit B. 

Now, Mr. Schneider, will you proceed with your statement ? 


STATEMENT OF FRANZ SCHNEIDER 


Mr. Scuneiwer. Thank you, Mr. Chairman. Incidental to its mili- 
tary purposes, the Department of Defense conducts the largest busi- 
ness in the country, if not in the world. It operates a great fleet of 
ships and a worldwide air-transport service. Its shipbuilding and 
ship-repair yards and its airplane-servicing shops, rank it with the 
biggest enterprises in those lines. Its arsenals and other manufactur- 
ing plants justify comparing it with a great industrial corporation. 
A system of huge bases is scattered throughout the world. Its in- 
ventories, by any business standard, must be described as colossal. 
Its payrolls embrace some 4,700,000 individuals, some 1,200,000 of 
whom are not in uniform. After all, the Department is disbursing 
nearly $45 billion a year. 

Yet all this tremendous business is being carried on without benefit 
of the competitive urge or of the profit motive. In any ordinary 
business the management and the stockholders have uppermost in their 
minds the question of profits—which make dividends possible. Profits 
and dividends are the reasons for existence of the enterprise. All 
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down the line in the organization the question is, How can we do this 
better and more che aply—so as to lower our cost of production, 
strengthen our competitive ability, and increase our profits 4 

Weil-deve loped systems of accounting and statistical control make 
analyses of efliciency of operations automatic, and comparison of 
the end results with those obtained by other similar aber is 
public for all to see. If the management is unsuccessful, it will be 
replaced by the directors or stoc ‘kholders—or the seteenitias will die. 

In the vast military enterprise with which we are here concerned, 
these incentives do not exist. Officers do not make a career in business 
management. The armed services, in fact, hold to the theory that 
officers are all-around men—subject to continuous rotation in their 
employment. After an officer has become familiar with one duty, 
he is transferred to another because each duty assignment in peace- 
time is primarily to provide another phase of this training. An 
officer does not expect to become a general or an admiral by reducing 
the cost of production of some manufactured item, or by cutting the 
payrolls of his unit. They are not employed for this purpose. 

On the contrary, it has sometimes been considered a rewardable 
virtue for an officer to be able to obtain control of large sums of money 
for his particular service. Besides, an officer in a position of high 
financial responsibility who attempts to criticize or reduce proposed 
expenditures may find himself embarrassed along the chain of 
command, 

There are, of course, many cost-conscious and economically minded 
officers who will do their best to be businesslike when on a business 
assignment. But such assignments are a passing phase in their ca- 
reers and the primary criterion for judging their capacity and claim 
to advancement is their ability as fighting men. We have a right to 
expect the military to be cost conscious, but this is secondary to their 
being skillful in preparing for war and in leading men in combat 
when war comes. 

Considerations of this kind, I suppose, prompted Congress to devise 
title IV and its amendments. The effort was to bring a business atti- 
tude and business methods to the operation of the vast military enter- 
prise. Comptroller organizations were set up for the Office of the 
Secretary of Defense and for the three military departments; a per- 
formance system of budgeting was outlined; working-capital funds— 
to enable businesslike management of manufacturing activities and 
inventories—were provided; management funds to permit operation 
of joint enterprises by the three services were outlined; an accounting 
system to parallel the budget system and the lines of management 
responsibility was laid down; provision was made for a proper system 
of progress reporting and statistical control and for an internal audit; 
and the Office of the Secretary of Defense was given broad powers to 
implement the provisions of the title. The title represented a very 
great step ahead. 

This subcommittee of the Senate Armed Services Committee is now 
concerned with the question of how title TV has worked out in practice 
and how its operation may be further improved. In general terms, 
I think the answer is that very great and valuable progress has been 
made, but that a very great deal remains to be done to secure the 
results that the Congress had in mind. 
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Budgetary practice has been greatly improved, but difficulties still 
exist down the line in the three departments. It still is possible for 
an Army officer in Georgia to inquire as to the source of his funds 
and find that they are coming from over 100 different sources. Well- 
budgeted, controlled, and reported industrial-type operations like the 
Rocky Mountain Arsenal and the Military Sea Transport Service may 
be pointed to with pride, but the Air Force, so far, has brought only one 
small printing plant into an industrial-fund-type operation. 

The Air Force, on the other hand, has succeeded in putting its cloth- 
ing inventories at all levels of supply—depots, bases, and stations— 
under proper stock-fund control, while in the Army the Quartermaster 
has succeeded in doing so only with regard to his own clothing and 
equipage, the material in posts, camps, and stations being excluded, as 
these inventories are not under his control. I shall not attempt to go 
further into these matters here, as they are covered in some detail 
in the report which Mr. Carter L. Burgess and I prepared for the 
subcommittee. 

Among the reasons why greater and faster progress has not been 
mi e in implementing title IV are the following: 

The task is huge and all concerned are heavily occupied with 
te their departments. In addition to inatitnting reforms, 
annual and several supplemental budgets have to be prepared and 
defended, and practices that have developed over decades, if not cen- 
turies, have to be upset—a war—or at least a police action—has had 
to be fought. 

Resistance by the military to any change in their accustomed 
practices and to what they may consider an invasion of their previous 
phage 

With creation of the Department of Defense a natural tendency 
cxintel to avoid the creation of a large staff in the Office of the Secre 
tary of Defense. I believe that this tendency was carried too far. 
The Congress originally intended that the three service departments 
should continue as unconsolidated, self-contained organizations sub 
ject to the coordination of the Secretary of Defense. Certainly = 
Office of the Secretary should not duplicate services performed « 
that should be performed by the three departments. 

The Office of the Secretary of Defense should not attempt to do the 
departments’ work for them: it should see to it, rather, that they per 
form their work in a satisfactory manner. But the Office of the Sec 
retary of Defense should be adequate ‘ly staffed and supported, so that 
it may adequately perform its function of coordination and leader- 
ship. I beheve that the Assistant Secretary of Defense (Comptroller ) 
could use profitably more assistance. 

I yield to no one in my admiration of Mr. McNeil, the Assistant 
Secretary of Defense (( ‘omptrolle r). He certainly has not spared 
himself, or his staff, and has done a magnificent job. I can think of 
no one lis who could have done as well. He has lived and breathed 
title IV and has come pretty close to being its embodiment. I respect 
his earnest desire not to build an empire and his patience in believing 
that the three departments can be persuaded to, and will do the job. 
But I still think he should be given more help. 

In making these remarks I do not wish to imply that the Defense 
Comptroller is not being adequately supported by the Secretary of 


89982—54——_4 








46 TITLE IV, NATIONAL SECURITY ACT OF 1947 


Defense. On the contrary, I believe that Mr. Wilson, knowing by 
experience the importance of proper financial management and con- 
trol, is most anxious to hasten and improve the implementation of 
title IV and that his appointment of the so-called Cooper committee 
was evidence of this desire. The competence of the members of the 
Cooper committee should insure a product from which this subeom- 
ne should be able to profit. 

. Trained and experienced personnel to implement title LV has not 
ie n readily available. The demands of our rapidly growing private 
industry have taxed the supply of skilled persons of this kind. 
Thought should be given to the acquisition and training of suitable 
yersonnel. 

Title IV, no matter how vigorously applied, cannot produce the 
desired results unless clear lines of authority and responsibility exist 
in the operations of the tnree armed services. When a field eng 
is financed and gets its funds, people, and supplies from 20, 30, or 40 
different subdivisions of a military department, no accounting po 
in the world can be developed and operated by military personnel to 
bring results together. Only when every identifiable end result the 
military produces is managed through a clear line of authority and 
responsibility and is financed along the same line—with reports flow- 
ing back along the same channel—will title IV be properly imple- 
mented. 

Only when all of the clothing, fuel, spare parts, et cetera, can be 
carried in a single inventory—so that the Secretary of Defense, the 
Secretaries and Chiefs of Staff of each military department know 
how much there is and where it is, and so that it may be moved from 
one place to another—will the economies envisaged by title IV be 
realized. In a sense, we are pressing for better organization of the 
armed services by implementing title IV; but I am sure the com- 
mittee realizes that the organizational problem should be attacked 
on its own merits. 

6. I come now to what I consider the most fundamental question 
in the organization for financial management: The desirability of 
changes in the organization of the comptroller setup as prescribed 
by title IV. I believe this is a highly important question because 
the organization for financial management not only must operate 
title IV, but is responsible for pushing for needed improvements. 

As now constituted the law calls for an Assistant Secretary of 
Defense (Comptroller) and for a comptroller in each of the three 
military departments. The departmental comptrollers may report 
to the Secretary, Under Secretary, or Assistant Secretary of the de- 
partment in question—with concurrent responsibility to the Chief 
of Staff of the Army or Air Force or the Chief of Naval Operations, 
as the case may be. The departmental comptroller may be a military 
officer ; in that case, his deputy must be a civilian. 

At present, in the Army and Air Force the Comptroller is a mili- 
tary officer, with a civilian deputy, who reports concurrently to the 
Under Secretary of the Army and the Chief of Staff in the case of 
the Army and to an Assistant Secretary and to the Chief of Staff 
in the case of the Air Force. From a practical standpoint, I believe 
that the line to the Chief of Staff is stronger in these two instances. 
In the case of the Navy, the comptroller is the Under Secretary of the 
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Navy, who has many other duties, and the Deputy Comptroller is a 
naval “line” officer. 

During the deliberations of the Hoover Commission Task Force on 
the Military Establishment, Mr. Enders Vorhees, the very distin- 
guished comptroller and chairman of the finance committee of the 
United States Steel Corp., recommended that the three departmental 
comptrollers be selected by the Assistant Secretary of Defense (Comp- 
troller) and that they, and their organizations through them, should 
be responsible directly to the Assistant Secretary of Defense (Comp- 
troller) 

I suppose the principal reason why the Hoover task force did 
not adopt this recommendation, but instead recommended the existing 
organization, was that it, and the Congress, did not wish to merge 
the three departments; and that to have had the three departmental 
comptrollers reporting to the Oflice of the Secretary of Defense would 
have weakened the authority and responsibility of the three depart- 
mental Secretaries. 

The Vorhees recommendations may be regarded as the strongest, 
or perhaps the extreme recommendations for strengthening the imple- 
mentation of title IV. Short of a change in attitude regarding the 
organization of the Department of Defense as a whole, I would hesitate 
to suggest it. 

What is entirely clear to me is that the departmental comptrollers 
should be civilians and should - vote their whole time to the comp- 
troller function. They should be men qualified by experience and 
special ability to discharge this function and they should be men who 
are interested in a career in this kind of work. 

Senator, when I say “comptroller,” I take the definition of title 
IV—I think it might have been called a financial manager—that the 
powers in title IV as to Comptroller are broad and not restricted. 

Senator Fianpers I am just looking at these general definitions to 
see if that is included in there. No. We will have to take some defi- 
nition you provide as the official definition for comptroller 

Mr. Scuneiper. I think the position as laid down in title [V might 
have been described perhaps more accurately as a financial manager. 

Senator Fianpers. I think Mr. Lovett made that suggestion this 
morning, or something similar to it. 

Mr. Scunerper. I believe that they should report only to the Secre- 
tary or Under Secretary of the Department, and that means should 
be tee to insure their close cooperation with the Assistant Secre- 
tary of Defense (Comptroller). One way in which this latter re- 
quirement might be satisfied would be by requiring approval of the 
appointment of departmental comptrollers by the Assistant Secre- 
tary of Defense (Comptroller). 

Suggestion has been made that the departmental comptrollers might 
be made assistant Defense comptrollers. In this instance much would 
depend on the language employed in defining their place in the De- 
fense organization. ‘This solution would, I suppose, preclude the 
departmental comptrollers being assistant secretaries. 

[ have a suggestion regarding the departmental comptroller situa- 
tions. At present the departmental comptrollers have no authority 
over the comptrollers at the lower levels in their organization. Here 
the Vorhees suggestions of straight-line authority ‘down to field ac- 
tivities might well be considered, or alternatively the selection and ap- 
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pointment of the principal subordinate comptrollers might require 
the approval of the departmental] comptroller. 

In closing, I wish to thank the committee for the consideration 
shown me and to express to it my strong belief in the value of title [IV 
and my conviction that, with the incorporation of certain improve- 
ments, increased efficiency and savings of the first magnitude can be 
obtained in the operation of the Military Establishment. 

Senator FLanpers. Thank you, Mr. Schneider. Which should take 
precedence over the other, changes in the law or changes in the present 
administrative procedure / 

Mr. Scrinewer. I think you should do both. I think the law should 
be changed and I think the whole operation should be toned up. 

Senator FLANnpers. Let’s be again specific in the changes in the law 
and list them so we can get them in one place. One of them you sug- 
gested was the direct line of responsibility of the comptrollers in the 
services to the comptroller in the Secretary’s Office. I think you in- 
dicated that, or did you not ? 

Mr. Scuneiper. That is what Mr. Voorhees suggested. But I think 
that that is a rather extreme suggestion, and short of merging the three 
departments, I would not recommend that. As long as you have the 
3 independent departments which are run by the 8 Secretaries, each 
one of them should have his own comptroller. 

Senator FLanpers. Then you would recommend a comptroller who 
reports to his Secretary. But what is the change from the present 
condition? You would take away his collateral responsibility to 
the Chiefs of Staff, would you? 

Mr. Scuneier. That is right, I would. And I would have him 
be a civilian and I would have him report solely to the Secretary. 
This does not, of course, mean that the information which he col- 
lects, collates, analyzes, and presents would not be available to the 
Chief of Staff or any other properly qualified military officer. 

Senator FLanpers. There is one change in the law. What other 
specific changes would you recommend ¢ 

Mr. Scunemer. I would have him be an Assistant Secretary. 

Senator FLranpers. Anything else? 

Mr. Scuneiwer. No; those are the changes I would make in the law. 

Senator FLanpers. Will you please tell the committee the precise 
purpose and intent of title IV? We have had various definitions of 
that. Have you anything to add to or modify those that have been 
given ? 

Mr. Scunerer. I do not think so, Senator. I think the object was 
to bring a business attitude and to introduce business methods into 
the management of the Department. 

Senator FLanpers. What differences do you see between the mean- 
ing of comptrollership in the Defense Department and in private 
business, a big corporation ? 

Mr. Scunewer. I think the way the comptrollership is defined in 
title IV, the office corresponds to vice president in charge of finance 
in a corporation. 

Senator Fianpers. It is a little bit higher up in the scale than it 
is in even a big corporation. 

Mr. Scuneiper. Yes. I think in a big corporation, as Mr. Eber- 
stadt said, the definition and functions of a comptroller vary, but in 
general the Comptroller has a little bit, quite a little bit narrower con- 
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text than what is intended in title 1V. The comptroller is supposed 
vo be in the narrow sense the man who watches the treasurer and the 
rest of the management independently and sees that they are doing 
things right. 

Senator FLanpers. Do you think the assignment of the responsibili- 
ties to the Assistant Secretary of Defense (Comptroller), which in- 
clude work usually performed by a budget director, an auditor, and 
a management engineer, is desirable? Do you feel that perhaps sepa- 
rate officers should be established for the performance of these sepa- 
rate functions! Now the separate functions are budget direction, au 
diting, and management engineering relating to progress and statis- 
tical reports. 

Mr. teat I think they come together very well as they are, 
Senator. 

Senator FLANDERS. Would you not suggest any change in that 
respect ¢ 

Mr. Scuneiwer. No; I would not. 

Senator FLANpERs. We all know the tremendous responsibilities 
and heavy workload which the Assistant Secretary of Defense, who 
is the Comptroller, has and especially with relation to budget matters. 
It has been suggested that the discharge of his budget responsibilitie 
has left him little time for attention to other matters. Do you believe 
that this fact has inhibited the implementation of title IV ¢ 

Mr. Scunemer. I think he had to start from scratch and build up 
a whole staff. I think he has made very great progress in building 
that staff. I think he has a subordinate now who handles the budget 
matter for him and handles it very well. I think he should broaden 
his organization effort and continue to try to get more people to help 
him. 

He has had to open up this whole thing, develop it, and I think 
he has done a remarkable job. 

Senator FLanpers. The suggestion has been made many times that 
the departmental comptrollers should be civilians with the rank of 
Assistant Secretaries. I believe you said that was your idea also / 

Mr. Scuneiwer. Yes, sir. 

Senator FLanpers. Would you go below the departmental comp 
trollers? Would you say that any deputy comptroller should neces- 
sarily be a civilian ? 

Mr. Scunetper. I have a good deal of sympathy with Mr. Lovett’s 
position in this matter. As long as the head is a civilian, an Assistant 
Secretary and a full-time man reporting only to the Secretary, I do 
not believe you should necessarily bar from a subordinate office a 
man with previous military experience if he has the qualifications 
required for financial management. 

However, I think if you do take the military man into the organi- 
zation, he should then be put in a position where he is independent 
of the military and of the Chief of Staff and where his promotion 
would come from the Secretary of Defense rather than from the 
Chief of Staff. 

Senator Fiinpers. Is there »nv anomaly in that. having the Secre- 
tary of Defense promote a military man instead of having it d 
through the Chief of Staff? 

Mr. Scuneiner. You have taken this military man out of the 
ordinary military channel. You say he is going to enter this kind of 
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business, this comptrollership business, and he is going to make a 
career of it and stay there—he is a specialist and he becomes something 
like a doctor in the medical service in the Army and Navy. He will 
never go back in the combat area, but he will have his own advance- 
ment in that special field. 

Senator FLanpers. The point is this: Mr. Lovett suggested that 
there might be three stars up in the sky above him which he might 
sometime hope to reach. Can he be advanced in that military rani. 
by the Secretary of Defense? Isn’t that an unusual situation / 

Mr. Scuneiper. I am not an expert on that, Senator, but I think 
the Secretaries have sometimes promoted people in their offices and 
on their staff, or caused it to be done. I am not an authority on that. 

Senator FLranprers. Do you believe that the fact that the Navy 
Comptroller has performed his comptrollership duties in addition to 
his other duties as Assistant Secretary of the Navy for Air and pres- 
ently as Under Secretary, has inhi bited the implementation of title IV 
in that Departmen t¢ 

Mr. Scunemer. The question is, I think, when you have the Comp- 
troller consolidated into an official like the Under Secretary of the 
Navy, who has so many other duties, he is apt not to have the time 
for it that the position deserves. 

Senator Franpers. Do you believe there is a resistance on the part 
of the military to the i implementation of title IV ? 

Mr. Scunemer. Yes, I think there has been a resistence. I think 
it is a diminishing resistance. They have found occasions where it 
2 as worked well; and people who resisted it at first now think it is 

good thing. 

Senator FLranpers. You think the change of climate is toward 
more equitable one? 

Mr. Scuneiwer. I do. 

Senator Franpers. That is good. Now, to what extent has title 
IV been put into effect to date? Twenty-five percent, fifty percent, 
taking the Defense Department as a whole ? 

Mr. Scunerper. That is a very hard question to answer. It would 
be what you might call a guess with a little background. If you 
look at it in the narrow sense of how many of these operations have 
been put under an industrial type fund or the stock funds, the prog- 
ress is rather discouragingly small. But if you look at the extent 
to which the idea has become accepted, the recognition for it, I think 
that progress is very much more encouraging. I would say if you 
want to look at it broadly in that way, perhaps the job is something 
like 40 or 50 percent done. 

I think it is getting close to over the hill where with a good push 
they can go the rest of the way a good deal faster than they have 
come this far. 

Senator FLanpers. Possibly the report of this committee contain- 
ing the thoughts and recommendations of those who appear before 
it may help give the push. 

Mr. Scuneier. I think it will give it a very big push. I think 
the committee’s activities already have given it a big push. 

Senator Franpers. It has been predicted that full utilization of 
the machinery provided by title TV would result in a savings of 10 
perc ont in money or moneys’ worth in defense expenditures. Do you 
think that prediction was sound ? 
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Mr. Scuneter. It was sound at the time it was made. Reference 
was made this morning to Mr. Eberstadt’s estimate of $114 billion 
on a $14 billion budget. There have been, perhaps, a hundred mil 
lion dollars saved in the Marine Transport Service, and there may 
have been a hundred million dollars saved in some other things that 
Mr. Lovett referred to. 

How much remains, and what the magnitude of it is, is pretty hard 
tosay. I think if vou want to look at it in a sense of how much sav- 
ings could be made in the regular operations, you could say that 
perhaps could be eee in hundreds of millions of dollars If 
you want to look at it somewhat more broadly and say that if the 
milits ary and the Sec retaries really have good cost data on what their 
programs cost and what the relative value of the different programs is, 
they might avoid making mistakes which would run into much larger 
figures. 

Senator FLanpers. In the very fine report you submitted to the 
subcommittee on July 28, you disclosed many deficiencies which were 
discovered in the course of the investigation which you and Mr. Carter 

surgess supervised. 

Would you enumerate and evaluate the major shortcomings which 
you cliscovered 7? 

Mr. Scuneiper. I would say that in the Army they made a good 
beginning on the industrial-type operation, but they have not made 
a very good beginning on the stock fund business, on the ir inve ntory. 
I would say in the Air Force they have made a good beginning on 
the stock fund, on their inventory problem—in fact they are doing 
very well with it, I think, but they I: ave made hardly any impression 
on the other end of it, on the commercial and | industrial fund type 
of activity. 

Senator FLranpers. What are you saying about the Navy? You 
left them out. 

Mr. Scuneiwer. The Navy had a head start on this thing. They 
had a fairly good inventory system before title [LV came up, so they 
had : 1 head start on these two other de spartments. They have done 
Masta because of that. 

Senator FLanpers. What did you find out about performance 
budgets? How are the services doing on those ? 

Mr. Scunetper. I think the budgets are being made up on a per- 
formance basis, all right, but then when you come to the allotment 
of the funds under the budget and the return flow of information on 
those operations, that is where the thing is still very deficient. 

Senator FLANpers. Is that due to the way in which Congress makes 
the appropriations? Is the fault there? If the budget is drawn up 
on the performance basis, why should not the appropriations follow ? 

Mr. Scuneiper. I think if you take an Army example down in 
Atlanta, they have got it all in one appropriation now, the total 
amount of money. But then the Army will take that and spread it 
back through all their services who will break it up again, and the 
fellow down there in Atlanta who is operating will have all these 
allotments coming to him from all these different places, with which 
he has to communicate by letter or telephone, and the result is an 
enormous waste of time ane d effort and greatly reduced efficiency 

It is almost impossible to gather all that information back in again 
and report what has happened. 
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There is a conflict between the aims and operation of title [IV and 
the way the Army is organized. The Army has a theory, for example, 
that all the telephone boards all over the world should be run by the 
Signal Corps, and that other services should be operated by other 
technical services. 

Senator FLanpers. What is the alternative? That the Signal Corps 
should be available for keeping them in repair, in operation, or what 
is the alternative ? 

Mr. Scunewer. They could set the standards or furnish the equip- 
ment. I might mention the submarine base up at New London. Years 
ago the man who was supposed to run the base got his money and his 
personnel and the supplies from 17 different sources in the Navy. 
He acted as a kind of coordinator there, being around and kind of 
seeing how the place operated. But he could not shift men he got 
from one bureau to work, which was theoretically the duty of another. 
He had no real managerial control over the situation. 

So the Navy changed that and ey said that the submarine base 
at New London would be operated, I think, by the Bureau of Ships. 
They made one appropriation of whatever was necessary, say $250,- 
000, to run the base, and the Bureau of Ships then took that and passed 
it down to the man who was running the base and they held him re- 
sponsible for spending the money and seeing the base was run properly 
and for reporting back just what he was doing, how he was getting 
along. 

Senator Fianpers. He had to draw, taking the case of the A rmy, on 
some equivalent of the Signal Corps in the Navy for certain of his 
apparatus, perhaps for maintenance. Dees not the complication in 
accounts still exist? Where does it disappear ? 

Mr. Scuneiper. He has this one appropriation and then he buys 
what he wants only to the extent he needs it and can justify his action. 
If he wants to buy telephones or whatever else he may require to do 
his job he buys them and pays for them with funds from a single 
source. 

Senator Fianpers. I think that is clear. You have already been 
over the situations of the three services with regard to stock funds 
and previous witnesses have also testified to that extent. Tell us 
about the industrial activities funds. Did you say that the Army was 
earrying on a fairly satisfactory operation of that sort? 

Mr. Scunemer. They are carrying on quite a number of activities 
of that kind such as the Rocky Mountain Arsenal out in Denver. 

Senator FLanpers. Can it be properly greatly extended in the 
Army ? 

Mr. Scunemper. I believe so. 

Senator FLanprers. They should from that operation have the ex- 
perience for doing it in many others. 

Mr. Scunemer. Right. I think all together they may have a about a 
dozen of that type of operations under way now that are being con- 
ducted along that line. 

Senator FLANDERS. 1 do you define a management fund? 

Mr. Scunemper. If 2 or 3 of the departments want to get together 
and carry on some activity jointly, like having an atomic-bomb test, 
title IV gives them the authority to form this management fund and 
put the money into it and have the thing operated “from that fund. 
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The joint operation may be financed in that way with subsequent 
distribution of expenses to the various participants. 

Senator FLanpers. What examples of that are in existence ? 

Mr. Scunemer. I think the services have used it on the atomic- 
energy tests 

Senator FLanpers. Does it seem to you to be a matter of very great 
magnitude to get the inventory of all the departments as of a given 
time ? 

Mr. Scuneiper. I should think they should have regular and cur- 
rent figures on their complete inventories, absolutely. 

Senator FLanpers. To start an inventory that has never existed 
quite an undertaking; is it not? 

Mr. Scuneiwer. It is a great undertaking. 

Senator FLanprErs. Do you see just where the limits would be? 

Mr. Scunewer. I think you ought to start out with the biggest ones 
first. where the biggest money is, and work down and you will find out 
where the level is to stop. All standard stock, common-use items for 
routine consumption should be brought under the stock-fund principle. 

Senator FLtanpers. Did you find any place in the services in which 
that monetary accounting for property had been carried out to a rea- 
sonable extent ? 

Mr. Scuneiper. Yes; I think so. I think the Navy has a rather 
complete system although some question might be raised to pri ing 
methods. I think it is spreading. 

Senator Fianpers. That, of course, is a basis for one of the primary 
elements of statistical reporting. 

Mr. Scuneiwer. That is right. 

Senator FLaNnpers. To the extent that that has been and can be car- 
ried out, to that extent the statistical reporting will be useful. What 
about progress reporting? Does that present any special problem ? 

Mr. Scuneiwer. It should not, if they ad lress themselves to it. It is 
something that can be done and has been done and should be done, so 
that the Secretaries and the proper authorities have currently before 
them the tables and charts showing how all their important activities 
are going. 

Senator FLanpers. So far as they relate to items which go into an 
inventory account, inventory records serve as progress reports; don’t 
they ¢ 

Mr. Scunewer. The records show what you have got, what went 
out, and what came in. 

Senator FLanpers. What is the state of the internal audit as you 
found it in practice‘ 

Mr. Scunewer. I think my observations on that would be that in 
the past the auditing has been done on the tl 1eory that you want to 
account down to every last cent for property to see that nothing has 
been stolen. It was not the kind of auditing and accounting Mr. 
Eberstadt mentioned in which you throw up general results to show 
what is going on and so be helpful in managing the business. 

I think as long as you have the three unconsolidated departments, 
that they shoul leach have their own internal audit. I think that that 
is a little different from Mr. Eberstadt’s suggestion. I think, however. 
that the Office of the Secretary of Defense should do check audits on 
the departments every now and then to see how they are getting along. 
I also understand that if such internal-audit systems were in operation 
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the General Accounting Office would do the kind of independent audit- 
ing which the outside auditors do in private business. 

Senator FLanpers. We have not brought up that matter before in 
these discussion as to the extent to which the internal auditing and the 
General Accounting Office duplicate their work or what the relation 
should be—I do not know how thoroughly the GAO goes into an 
audit. I have been told that they audit the smallest post office in the 
State of Vermont, which seems quite an undertaking. 

Mr. Scuneier. I think that is the type of auditing they have done 
in the past, but I think they now say they would do this other type of 
auditing if adequate internal audit was being performed, and in this 
way make an outside independent audit of the Defense Department 
on the same basis that some accounting firm would do it, reviewing 
the practices and saying what they think the situation is. 

Se nator FLanpers. Throughout your report there is an emphasis 
on the lack of sufficient qualified comptroller personnel in the Defense 
Department. Jdow is that going to be remedied ? 

Mr. Scunemer. I think it can be remedied partly by trying to find 
more people and hire them, but I think an effort also should be made 
to train some people who show an aptitude for that thing. 

Senator FLanpers. Do you feel disposed to have the services them- 
selves train their own people—to take them from the armed services 
and perhaps send them to Harvard Business School or somewhere else 
for a year or so? 

Mr. Scuneimer. I say get them from wherever youcan. If you can 
pick up some from private industry, get them there. If you can send 
some of your own people out who have knowledge and inclination, do 
that. The situation is similar to that existing with regard to scientific 
personnel—where there isa big shortage. The Department of Defense 
should try to get its fair share of the existing supply in the first 
place and then ought to try to train more of this kind of personnel. 

Senator FLanpers. Are there any recommendations you can make 
as to the other major defects you have discovered ? 

Mr. Scunerper. I think if you get the organization set up right and 
if you invigorate these people and keep after them, the solution will 
come along. I think this thing is where it is going to go over the hill 
ina yearorso. I think the hardest work has been done. 

Senator FLanpers. What about the legislation itself? Does it need 
amendment ? 

Mr. Scunerer. I would amend it so that the comptrollers, so-called, 
or financial managers, have the positions of Assistant Secretaries with 
full-time jobs as comptrollers and report only to the Secretaries. 

Senator Fianpers. Those in authority in the Department of De- 
fense, all with one accord, expressed hearty approval of title IV. 
But in spite of this, the actual installation in practice of title TV has 
fallen far short of completeness. How do you reconcile those two 
things? Has there really been sufficient effort in installing title IV. 
or has it just been given lip service over the past 4 years. 

Mr. Scunemer. I think there has been a good deal of resistance 
to it in places. 

Senator Franpers. Not necessarily at the top? 

Mr. ScHNEIDER. Pretty close to the top. 

Senator FLanpers. We will not ask you to be specific. 
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Mr. Scunemper. I also think the civilian Secretaries should take 
more interest in this part of their duties, which is one of their most 
important duties—budget, finance, and so forth—and one of the 
things they are most qualified to do. 

I have been a little bit alarmed at your coming back to me about 
the contents of this report that Mr. Burgess and I prepared. I sent 
a draft copy over to Mr. Eberstadt for his comments this summer 
and he sent me back a polite word—I had a ruptured appendix at 
the time—saying “If you read all of that report, it amply accounts 
for your condition.” 

Senator FLanpers. Thank you, Mr. Schneider. We are expecting 
Secretary Stevens at 3 o’clock, and I see that he is here. 

Mr. Secretary, will you take Mr. Schneider's place? I will present 
for the record certain biographical data with relation to you, Mr. 
otevens. 

(The document referred to is as follows :) 


Rosert T. STEVENS, SECRETARY OF THE ARMY 


Born in Fanwood, N. J., July 31, 1899; graduated from Phillips Academy, 
Andover, Mass., 1917; Yale University, B. A., 1921; Administrative Representa- 
tive in the Industry Section of the National Recovery Administration, 1933 ; Head 
of the Textile Section, National Defense Advisory Commission, 1940; District 
Coordinator of Defense Contract Service, Office of Production Management for 
the New York area, 1941; class B director, Federal Reserve Bank of New York, 
19384 | chairman, 1948-52; Chairman, Business Advisory 
Council, United States Department of Commerce, 1951-52; formerly chairman 
of the board of J. P. Stevens & Co., Inec., and member of the boards of directors 
of several other corporations; director of the Association of Cotton Textile 
Merchants: formerly trustee of the Mutual Life Insurance Co. of New York, 
Roosevelt Hospital of New York, and the Rockefeller Foundation; formerly 
member of the visiting committee to the Harvard Graduate School of Business 
Administration, and of the Root-Tilden scholarship committee of the New York 
University School of Law: appointed civilian aid to the Secretary of the Army, 
1951: Secretary of the Army, February 4, 1953. 


#2; class C director an 


Senator FLanpers. Secretary Stevens, through his association at 
the top-management level with numerous American industrial organ- 
izations, is regarded and respected as an authority on management 
matters. Like Secretary Wilson, Secretary Anderson, and Secretary 
Talbott, he has had an opportunity to observe title IV in action but 
for a fractional period of its life, but Iam sure that in that brief period 
he has gained knowledge of it and opinions regarding it in which the 
committee is very much interested. 

Secretary Stevens’ military experience in the Procurement Division 
of the Office of the Quartermaster General during World War II 
exposed him at shirtsleeves level with some of the problems into which 
we are inquiring. We feel confident that he will be able to assist us to 
a great extent in determining the status of title 1V in his Department 
at this time. 

Do you have a prepared statement ? 

Secretary Srrevens. No, sir: I do not. Senator Flanders. 

Senator Frianpers. Then unless you wish to make some prelim- 
inary statement—— 
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STATEMENT OF THE HONORABLE ROBERT T. STEVENS, SECRE- 
TARY OF THE ARMY, ACCOMPANIED BY LT. GEN. G. H. DECKER, 
COMPTROLLER OF THE ARMY, AND LEONARD W. HOELSCHER, 
DEPUTY COMPTROLLER OF THE ARMY 


Secretary Srevens. I thought I might make a short preliminary 
statement, if that is all right. First of all, I would like to thank you, 
sir, for the opportunity of appearing here, because I am very interested 
in title IV, which has been on the books for some time, and I am very 
much interested in trying to implement it as fully as possible, and in 
doing it as rapidly as possible. I am completely in accord with the 
objectives of title [V, and I am very happy to say that in my efforts to 
Impleme t title IV, I have had excellent cooperation from the Comp- 
troller of the Army, General Decker, and his associates. 

If there is opposition to « oing this job, I have not come in contact 
with it, Senator Flanders. 

Senator FLANDERS. You would distinguish between opposition and 
difficulties ? 

Secretary Stevens. Yes, sir: I would. Five months ago to the day, 
I appeared before the subcommittee of the Senate Appropriations 
Committee in connection with the Ai ny budget for fiscal 1954. In the 
course of my remarks there, I told the committee of a move that I was 
on the point of making, having to do with the installation of an ade- 
quate property accounting system in the depot system within the 
United States. As you know, we have had an accounting system which 
dealt in quantities of end items, but we have never had an adequate 
accounting system which dealt in dollar value, and of course the legis- 
lation indicated that we should be able to put this on a dollar basis 
and that is what I intended to do. 

So I mentioned it to the Appropriations Committee and stated that 
what I proposed to do had been approved by the Bureau of the 
Budget and by the General Accounting Office, and everybody was 
quite enthusiastic about getting this project going. The committee, I 
think, was favorably impressed with the idea. We proceeded to con- 
tract with six of the leading accounting firms in the United States 
to take on this job of property accounting so that we could come up 
with figures, dollar figures. which would give our management and 
the Army a chance to relate its activities to turnover and other con- 
siderations which any good business manager will use. 

Senator FLanpers. Does this cover more or less the whole field or 
related to Quartermaster—— 

Secretary STEVENS. This covers the whole field. sir. 

Senator FLANpEeRS. Quartermaster, Ordnance, and all the rest? 

Secretary Srevens. That is right, sir. I would just like to men- 
tion in answer to that question, on the Ordnance Corps. we contracted 
with Peat, Marwick & Mitchell and Lybrand, Ross Bros. & Mont- 
gomery. There were two firms assigned to that job because that is 
about 60 percent of the dollar job and is the biggest by far. The 
Quartermaster Corps we assigned to Ernst & Ernst, and then the 
Signal Corps and Medical Corps, we grouped together and contracted 
to Alexander Grand & Co. 

The Engineer Corps job was undertaken by Arthur Young & Co., 
and the Chemical Corps and Transportation Corps by Touche, Niven, 
Bailey & Smart. 
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I indicated that we hoped to get this job finished in the depots of 
the United States within this fiscal year. It is a considerable under- 
taking. Of course, that is only the start because we want to carry it 
through to posts, camps, and stations and also to overseas theaters. 

Senator FLaAnpers. We understood from this morning’s testimony 
that quartermaster stores, at least so far as wearing apparel is con- 
cerned, has been carried by the Air Force right through to the combat 
theater. 

Secretary Srevens. That may be true in the Air Force. 

Senator Fianpers. That is my recollection as to the testimony that 
was given, I think, by Mr. Lovett. 

Secretary Srevens. I am very hopeful that we will complete this 
job within the United States sooner than the end of the fiscal year, 
which I mentioned earlier. We feel that several of the technical 
services, conceivably all of them, might have this property accounting 
system by the first of the year. 

Senator FLanpers. Of course, there is more to it than the inventory 
itself. 

Secretary Srevens. Oh, yes. 

Senator FLranpers. That is useless unless you establish the present 
value in each item, unless you take into account the receipts and 
the shipments. 

Secretary Srevens. Correct. 

Senator FLanpers. So that is part of it. 

Secretary Srevens. Yes, sir. 

Senator F'Lanpers. It is not just a sort of an annual inventory? 

Secretary Srevens. Oh, no. This will account for every transac- 
tion affecting inventory. 

Senator FLanpers. This is a continuous inventory, in other words. 

Secretary Stevens. That is right, sir. Incidentally, I have here a 
financial property accounting manual which has just been submitted 
by Ernst & Ernst to the Acting Quartermaster General of the Quarter- 
master Corps. I thought perhaps the committee might be interested 
in seeing this first manual that has come along. I will submit that 
for your information. 

This matter of property accounting and other phases of title IV 
are tied in, Mr. Chairman, in my mind, with the activities of the two 
committees which are currently working on the problem, and allied 
problems, within the Department of Defense and the Department of 
the Army. I am sure you know about those committees, but I would 
like to mention the so-called Cooper committee on fiscal organization 
and procedures which was set up by the Secretary of Defense several 
months ago in an effort to assist in the completion of the job of imple- 
menting title IV. 

That committee—I would like to read just very briefly a paragraph 
as to what it is: 

The objective of this study is to develop recommendations for an effective, 
simplified, and standardized fiscal and reporting system, as well as an improved 
organization for all financial matters, in the entire Department of Defense. It 
should provide managers and commanders throughout the Department of Defense 
with a fiscal and reporting structure which will help them achieve maximum 
effectiveness at all echelons in the management of defense activities. 

This committee, under the chairmanship of Mr. Cooper, is an excel- 
lent committee. It is hard at work. It has a staff that is helping it. 
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You know most of the members of it. I do not know if you have 
received the papers indicating the organization, the membership, and 
the mission of the committee, but, if you have not, I will submit that 
to you. 

Senator FLtanpers. We might well receive them. They may go into 
the record as well. 

(The documents referred to are as follows:) 


Secretary of Defense—Terms of reference for the Advisory Committee on Fiscal 
Organization and Procedures 
An Advisory Committee on Fiscal Organization and Procedures is hereby 
established under authority of on 305a of the National Security Act of 1947, 
nded 
desired that this committce conduct a thorough study of the organiza 
hilities, principles, and procedures of the Department of Defense 
and accounting atters 
of existing procedures 
now installed or in process of installation 
fiscal and accounting procedures which 
p recommendations for an effective, 
tandardized fiscal and reporting system, as well as an improved 
for all financial matters, in the entire Department of Defense. 
provide managers and commanders throughout the Department of 
with a fiscal and reporting structure which will help them achieve 
mum effectiveness at a . ons in the management of defense activities. 
Chis study may disclose certain organizational Weaknesses which should be 
corrected Accordingly, it ill assist in the establishment of clear-cut lines of 
as a basis for an account structure which, 
and command channels, will make it 
rs to exercise sound financial management 


of this stud is to devel 


r make recommendations regarding pro 
‘ment but may make recommendations regarding procedures for dealing 

excess inventory accumulations, inventory turnover, and related matters. 
desired, also, that the committee advise on the implementation of its 
recommendatiol Such 1 ) idations should result in the more complete 
realization, at : AT’) te, he objectives of title IV of the National 
Securit t ir noting e omy and efficiency in the management of the 
defense progral The SU f ie committee’s efforts should also be of 
ongress, in carrying out their respective 

respol ilit 1 relation to defenss 

These rms ' reference, of necessity, are general in nature and any lack 
of j dire ves on relevant problems is not to be construed as limiting 
th ‘ommittee’s work or judgment in the establishment of more effective pro- 
cedures necessary to the efficient and economical operation of the Department of 
Defense 

onducting this study, the committee is authorized to consult with or to 

as witnesses authoritative and competent persons and organizations as 
it may wish, within or without the Department of Defense. It may also re- 
quest the services of individuals in the Department of Defense, and the pri 
vision of such information as it deems appropriate. Under cooperative arrange 
ments, it may also request that staff assistance and information be obtained 
from the Bureau of the Budget, the General Accounting Office, the Depart- 
ment of the Treasury, and other agencies or organizations as may be appropriate. 

The Office of the Secretary of Defense, with the support of the military depart- 
ments, will provide offices, funds, and services as are needed in the conduct of 
this study. Full cooperation is assured because there is wide recognition of the 
importance of the task the committee is called upon to accomplish. 

There will be a continuing close working relationship between the commit- 
tee and the Secretary of Defense in order that progress may be evaluated and 
interim recommendations for action may be considered for implementation at 
the earliest practicable date. 

C. BE. Witson. 

Aveust 18, 1953. 
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CHARTER FOR TH ADVISORY ¢ MMI E ON ARMY ORGANIZATION 


1. Mission.—The President and the Secretary of Defense have strongly em 
phasized the necessity for studying the internal organization of the military 
departments with a view toward obtaining greater effectiveness and economy 
In recognition of the need for such a study in the Army, I am establishing an 
Advisory Committee on Army Organization to review the existing organizational 


structure and relationships and to advise me as to ways and means of strengthen 
ing and improving that organization to meet the national security mission as- 
signed to the Army. 

2. Composition.—This committee, reporting in an advisory capacity to me, 
will be headed by a chairman and composed of four additional members selected 
from both civilian life and the Army 

3. Scope.—In conducting its review of Army organization, the committee is 
requested to consider all elements of the Army, covering field commands and 
activities as well as the total departmental organization in Washington. Al 
though it is planned that the committee provide this complete coverage of the 
Army Establishment in its review, it is not intended that it will study detailed 
operations of individual organizational elements. It is particularly desired that 
the committee cover, but not limit itself to, the following organizational areas 
which are of particular current interest to m«¢ 

(a) The organization of the Army top management to be responsive to the 
recent organizational changes in the Office, Secretary of Defense, resulting from 
Reorganization Plan No. 6 

»)) The organizational adjustments desirable in the Army to manage effect- 
ively the executive agency responsibilities for overseas unified commands as- 
signed by the Secretary of Defense in accordance with the President’s recom- 
mendations in submitting Reorganization Plan No. 6 

(c) The organizational changes required to accomplish supervision and co 
ordination of the Technical Services. 

(d@) Organizational structure for the direction of the Army’s research and 
development program. 

(e) Organization of the Department’s legal services with particular reference 
to the proper location of the legislative liaison function. 

(f) The organization and functions currently assigned to the Office, Chief 
of Army Field Forces, and the relationship of that Office to other elements 
in the Army. 

4. Reorganization authority.—In making its recommendations for organiza- 
tional improvement, the committee is to consider the accomplishment of the 
recommended changes under the existing authority of the Secretary of the Army 
or the Secretary of Defense or through use of a reorganization plan submitted 
by the President under terms of the Reorganization Act of 1949, as amended. 

5. Army assistance to the Committee.—The Committee is assured the full sup- 
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port and cooperation from all elements of the Army and, wherever necessary, 
special Army assistance will be assigned in support of the Committee’s work. 

6. Time schedule.—In view of the desirability for early accomplishment of 
the Committee’s mission, it is requested that the Committee submit its completed 
report to me by December 1, 1953. 

Rosert T, STEVENS, 
Secretary of the Army. 

Secretary Srevens. In addition to that I would like to make men- 
tion of the committee which I appointed in August, which I call the 
Advisory Committee on Army Organization and which is really a 
very outstanding committee. The chairman of it is Mr. Paul Davies, 
president of the Food Machinery & Chemical Corp. of San Jose, 
Calif. Also on the committee are Mr. Harold Boeschenstein, president 
of the Owens-Corning Fiberglas Corp., of Toledo, Ohio; Mr. Irving 
A. Duffy, vice president of the Ford Motor Co., Dearborn, Mich. ; 
Mr. C. Jared Ingersoll, chairman of the board, Kansas, Oklahoma & 
Gulf Railway Co., Philadelphia, Pa., and Lt. Gen. Lyman L. Lemnit- 
zer, Deputy Chief of Staff for Plans and Research of the Army. 

Senator FLanpers. What separates the fields of these two com- 
mittees ? 

Secretary Srevens. The Cooper committee is on fiscal organization 
and procedures of the Department of Defense as a whole, and my com- 
mittee is to take a fresh look at the entire Army organization. But 
it is by no means confined to fiscal aspects. I want it to look at the 
relationship of G-4 to the technical services, and the various other 
problems of organization. But it just so happens—and this is a very 
hard-working committee, they are here for this entire week—and they 
are tackling this week fiscal organization and controls in the Depart- 
ment of the Army. 

I would like to assure you, however, that the activities of our 
property accounting project are tied in fully with the studies that 
these two committees are making, so that there will be neither dupli- 
cation nor confusion as a result of the three things that are going on 
at the same time. 

My committee, the Davies committee. expects to submit its report, 
with recommendations, sometime during the month of December. I 
am sure that it will have some very useful ones on Army organiza- 
tion, including some in the fiscal area. 

Meanwhile, the Army has been moving along on this matter and 
making some progress, and I would like to submit to you a financial 
management plan which was issued under date of the 21st of August 
throughout the Department of the Army and its commanders, where- 
ever located. Here is one brief paragraph of this plan: 

The plan embraces the principle that each commander be provided with the 
resources necessary to perform his assigned function, and that he be held 
strictly in account for the use of these resources. The plan consists of the 
following elements: 

(1) Industrial funds in selected installations. 

(2) Stock funds for procurement and ownership of all common-use standard 
stock items, 

(3) Management funds for facilitating the economical and efficient conduct 
of operations which are financed by two or more appropriations where the 
expenditures are not readily allocable to such appropriations initially. 

And there are various other elements in this plan. If you have not 
seen this plan, Mr. Chairman, I would like to submit it as one of the 
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steps we have taken in the Department of the Army in order to try 
to implement the provisions of title IV. 

Senator FLanprers. It may go into the record. 

(The document referred to is as follows:) 


AR 37-5 


ARMY REGULATIONS } DEPARTMENT OF THE ARMY 
No. 37-5 WASHINGTON 25, D. C., 21 August 1953 


FINANCIAL ADMINISTRATION 


FINANCIAL MANAGEMENT PLAN 


Paragraph 


PURDON A cn natis matin setae niameal ete di ‘ aie Si sin abil alle 1 
Scope. aii a = a — = - - - 2 
Outline of plan ee Sindee ee a jones . 3 
Policies for expansion of Financial Management Plan + 
Effect on various commands ini sleet > 5 
Responsibility for implementing the Financial Management Plan __ ---~~-~~-- ee 6 


1. Purpose.—a. The plan announced herein is designed to achieve the basis 
for more effective and more efficient overall financial management of the Army. 
This includes improvement of operational performance through the assignment 
ot specific responsibility for the evaluation and control of the cost of labor, 
supplies, and services by those who actually cause the expenditures to be made 
and the integration of item and financial accounting for materiel, thereby afford- 
ing the means for improved inventory control at all levels. This plan involves 
utilization of accounting methods and techniques similar to those used in indus- 
try. The effectiveness of the plan is largely dependent upon the responsiveness 
of accounting data to operational requirements. The plan is intended to provide 
integrated accounting and operational cost data for the use of management. 

b. These regulations, in outlining the Financial Management Plan, establish a 
continuing framework for carrying out the varied and long-range programs em 
braced by the plan. They also will serve to identify the various activities, to 
establish overall objectives and policies, and to assign responsibilities for 
implementation. 

2. Scope.—This plan involves the development and installation of a com- 
pletely integrated accounting, budgeting, and financial reporting system, and will 
extend to the administration of all installations and activities within the Army 
Establishment at such time and to such an extent as it is determined to be feasi- 
ble and desirable by the Department of the Army. 

3. Outline of plan.—a. The plan embraces the principle that each commander 
be provided with the resources necessary to perform his assigned function or 
mission, and that he be held strictly in account for the use of these resources. 

b. The plan consists primarily of the following elements: 

(1) Industrial funds in selected installations (see AR 37-70 for details). 

(2) Stock funds for procurement and ownership of all common use standard 

stock items. 

(3) Management funds for facilitating the economical and efficient conduct 

of operations which are financed by two or more appropriations where 
the expenditures are not readily allocable to such appropriations 
initially. 
Integrated accounting, covering—financial accounting for supplies out- 
side of stock and industrial funds; accounting for cost of operations; 
appropriation accounting; and including a basic classification structure 
which will be used to identify all operations of the Army Establishment 
for management and budgeting purposes, thus enabling closer correla- 
tion between budget and primary program structures. 

(5) Consumer funding, which requires that, to the extent practicable, agency 
and installation commanders be provided with funds, through command 
channels, to cover all their costs of operation. 

(6) Financial reporting required for all management purposes, including 
budget formulation, presentation, and execution. 

89982—54——_5 
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(7) Internal audit, to assure adequate controls and surveillance of resources 
(see AR 36-5 for details). 

4. Policies for expansion of Financial Management Plan.—a. Industrial funds, 
stock funds, management funds, integrated accounting covering funds, property 
and cost of operation, and consumer funding will be progressively applied as it 
is determined by the Department of the Army that their use will produce better 
utilization of resources, proportionate to the cost of operating the system changes, 
and that Army-wide coverage will be required to the maximum extent practicable. 

b. Specific announcements concerning future implementations will be made in 
appropriate instructions to all commands affected sufficiently in advance of the 
effective date of the changes to permit orderly transition. 

5. Effect on various commands.—a. The use of the financial management sys- 
tems and devices discussed herein will require some readjustments in certain 
responsibilities and functions between Army commands and technical services. 
With respect to industrial funds, AR 37-70 announces these changes. 

b. The Financial Management Plan and systems are not intended nor will 
they be used as a means for changing the command structure of the Army. Minor 
changes in the assignment of responsibility among Arnry commands and technical 
services as are necessary to improve the efficiency and economy of operations 
may be made from time to time as authorized by the Secretary of the Army. 

6. Responsibility for implementing the Financial Management Plan.—a. In 
view of the magnitude of the task, execution of the financial management plan 
will be decentralized to the maximum extent possible. This will be accomplished 
through staff and command channels. 

b. The Comptroller of the Army will be responsible for— 

(1) Developing, in cooperation with General Staff divisions within their 
respective areas of responsibility, and monitoring a comprehensive 
phased program for achievement of a system of financial management 
in accordance with the plan outlined in these regulations. 

(2) Providing staff direction and technical assistance to Army agencies 
through established channels with respect to all aspects of the develop- 
ment, installation and review of operations of the financial management 
system and with particular reference to those functions for which the 
Comptroller of the Army has primary responsibility; namely, budget- 
ing, accounting, reporting, auditing, management engineering, and review 
and analysis. 

c. In consonance with requirements of the overall program and subject to 
staff supervision and technical assistance of the Comptroller of the Army and 
within the scope of his assigned responsibility, the Assistant Chief of Staff, G—4, 
will be responsible for— 

(1) Furnishing General Staff assistance to the Comptroller of the Army in 
the development of a comprehensive phased program for achievement 
of a system of financial management in accordance with the plan outlined 
in these regulations. 

(2) Developing and implementing plans and programs for the execution 
of subject plan among technical services and logistic activities of other 
commands. 

d. Subject to the supervision and assistance stipulated in }b above and within 
the scope of his assigned responsibilities, the Assistant Chief of Staff, G-—1, 
Personnel, has the same responsibilities with respect to the administrative 
services as the Assistant Chief of Staff, G—4, Logistics, has for the technical 
services. 

e. Subject to the supervision and assistance stipulated in b above, and within 
the scope of his assigned responsibilities, the Assistant Chief of Staff, G-3, 
Operations, is responsible for coordination and staff implementation of subject 
plan as it relates to the responsibility for supervising operational matters of 
major commands. 

f. Subject to the direction and assistance, stipulated in b above, and within 
the scope of his assigned responsibilities, the Assistant Chief of Staff, G-2, 
Intelligence, is responsible for direct implementation of the subject plan for the 
areas of operating responsibility assigned to him. 

g. The Chief of Finance, in addition to his operating responsibilities, will 
provide technical assistance and supervision in accordance with direction and 
policies of the Comptroller of the Army. 

h. The heads of all Army agencies will be responsible for the development, 
installation, and operation of systems involved in this plan, under guidance 
and direction of responsible staff agencies as set out in this paragraph. In 
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the discharge of this responsibility, it is incumbent upon the head of the operat- 
ing agency to insure participation of operating, management, and accounting 
personnel of the installation and the headquarters level in order that a most 
comprehensive system be established. 
[AG 120 (29 Jul 53) COMPT-AP] 
BY ORDER OF THE SECRETARY OF THE ARMY? 
M. B. RIDGWAY, 
General, United States Army, 
OFFICIAL: Chief of Staff. 
WM. EB. BERGIN, 

Major General, United States Army, 

The Adjutant General. 


DISTRIBUTION : 
D. 


In the case of industrial funds, we have nine installations now 
operating on industrial funds. We have another nine that are, you 
might say, in the blueprint stage. 

Senator FLanprers. Can you give me from record or from memory 
what the first nine are? 

Secretary Stevens. General Decker can do that. Would you like 
them right now, sir? 

Senator Fianpers. I can call for them later. You proceed. 

Secretary Stevens. [can read them. The Rocky Mountain Arsenal 
of the Chemical Corps at Denver; the Manufacturing Division of 
the Quartermaster Corps in Philadelphia; the Manufacturing and 
Maintenance Division, Quartermaster Corps in Jeffersonville, Ind.; 
the Defense Printing Service in Ogden, Utah; the Picatinny Arsenal 
in Dover, N. J.; the Diamond Ordnance Fuse Laboratories in Wash- 
ington, D. C.; the Army Printing Service, St. Louis, Mo., which is 
part of the Adjutant General’s Department; the Pine Bluff Arsenal, 
Pine Bluff, Ark.; and the Dugway Proving Grounds at Tooele, Utah. 

Senator FLanpers. I will come back and ask you some questions 
about that procedure. You can go on. 

Secretary Stevens. I was going to say that we have 9 of these in 
operation now; we have another 9 well along in the planning stage, 
When we get those into effect, there will be a total of 18. And we 
figure, Mr. Chairman, that there are approximately 50 activities in 
which industrial funds could be used. 

It is our present guess, and we cannot guarantee it, that we can 
substantially complete installation of funds in those 50 installations 
by the end of fiscal 1955. In the case of stock funds, we have made 
considerable progress. We have the clothing and equipage of the 
Quartermaster Corps covered. On July 1 we put the whole sub- 
sistence program of the Army on a stock fund basis. The Medical 
Department is likewise, i. e., medical and dental supplies, covered. 

Senator FLanpers. Is not the continuing inventory accounting that 
you are initiating through studying an essential part of the stock-fund 
procedure ¢ 

Secretary Srrevens. Yes. 

Senator FLanpers. It is a part of it so that it leads into it rather 
than completing the stock-fund procedure. 

Secretary Stevens. In the case of the stock-fund program, we again 
would hazard a guess, but cannot guarantee, that we can finish that 
job by the end of fiscal 1955. That is our objective. In fact, our ob- 
jective is to have full implementation of title IV by the end of fiscal 
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1955, and in that connection I would hope that the committee would 
not underestimate what I consider to be the very considerable amount 
of progress that we have already made toward the implementation of 
title IV. 

We are well on the way, and I think we can pretty well stake out 
our completion of the job. 

Senator Fianpers. | might say that the committee is not allergic 
to the receipt of good news. We have felt responsibilities in the 
matter from two directions, although they are related. One of them 
was the fact that we had given spending authority to the Department 

f Defense for very nearly $75 billion in fiscal years 1946 through 1949, 
and it was exceedingly difficult for us to find what we had bought with 

hat money. Apparently we went into the war in Korea very poorly 
semnanee 

Then there were the investigations of Senator Margaret Chase 
Smith’s committee in the munitions shortage which indicated that in 
Ordnance at least the Army hadn’t gotten as far along in producing 
material for appropriations made as was hoped, and it seemed to the 
Armed Services Committee exceedingly appropriate at this time to 
take a look at the new administration early in its history. 

With this interruption, you may continue, sir. 

Secretary Srevens. I will wind up very briefly here. I think I 
could summarize by saying that we are making progress all along the 
line. We are wide open to the suggestions that may come from your 
committee, sir, or the Cooper committee or the Davies committee, to 
which I have referred. Title IV, in my opinion, is a good job, and 
we not only can live with it but ought to implement it as rapidly as 
poss ible. 

In my personal experience up to now I prefer—and this will prob- 
ably be contrary to some of the other witnesses that may have ap- 
peared before or will—I prefer a military comptroller. 

Senator FLanpers. The military comptroller? 

Secretary Stevens. I mean I prefer a man in uniform as the Comp- 
troller of the Army, to be concurrently responsible to the Chief of 
Staff and to the Secretary of the Army. 

Senator Franvers. In that respect, you are differing from previous 
testimony, some of which was favorable to the use of military in 
everything except the top comptroller position, for instance in your 
Department, but who wish to cut the connection between the military 
comptroller and the Chief of Staff. We can go into that later, unless 
you want to—— 

Secretary Srevens. I just want to say that in the six domestic 
Armies we have in the United States, every one of those has its own 
comptroller and I do not know any reason why the Chief of Staff 
should be excluded from the services of the Comptroller of the Army 
at the headquarters here of the Department of the Army, under my 
direction. 

Senator Fianpers. Just a minute. To what extent is the Chief of 
Staff under your direction ¢ 

Secretary Stevens. He is completely under my direction. 

Senator Franpvers. In other words, you are the civilian head of 
the service. You don’t direct anything as far as strategy and that 
sort of thing is concerned. 
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Secretary Stevens. Of course, the Chief of Staff, as a member of 
the Joint Chiefs, is advisory to the Secretary of Defense and the 
President in matters of strategy. But so far as the implementation 
of that strategy is concerned and the operation of the Department, 
I certainly do direct the Department, including the Chief of Staff. 

Senator FLanpers. You can finish your statement and we will come 
back to some of these things. 

Secretary Srevens. One reason that I favor having a man in uni- 
form is because I personally feel that, by and large, over a period of 
time, you will get a better man, because the Army and the other 
military services have a way of producing extraordinarily able fel- 
lows. All of us can think of examples of that in various branches 
of the military service. I think when we discover a man within the 
Army that is peculiarly qualified for comptroller, we can then assign 
him tothat post. I believe you will get a better man handling that job, 
on the average, over a period of years, than you can draw from the 
civilian economy, having in mind the limitations of pay on such a 
position. 

I also think that the functions of the Comptroller are operational 
in their nature and that he is completely a part of the command 
structure. 

Senator Franpers. It will be necessary for us to adjourn at 3: 
this afternoon. We will have a session Wednesday morning at whic h 
we will finish your testimony if that is satisfactory to you. You 
may proceed, sir. 

Secretary Srevens. I think that largely covered it. I just simply 
wound up by saying that I consider that the functions of the comp- 
troller of the Army are operational in their nature and that he is an 
integral part of the command structure. General Decker is here with 
me and also Mr. Hoelscher, the Deputy Comptroller of the Army, and 
the three of us, time permitting for you, are available to answer any 
of your questions. 

Senator Firanpers. Would you consider that internal audit came 
under the jurisdiction of the compt roller ¢ 

Secretary Srevens. Yes. 

Senator Franpers. Are you not then in the unbusinesslike position 
of having an officer who is to be audited, to wit, the Chief of Staff of 
the Army, superior to the officer doing the auditing? That is un- 
usual in business. 

Secretary Srevens. It is, but perhaps contrary to a great deal of 
opinion, I think that the operation of a military department is a great 
deal different from running a business. 

Senator FLanpers. You would think this was one of the differences ? 

Secretary Srevens. Yes, sir, I would. 

Senator FLanpers. I still must admit that it seems to me a bit un- 
usual, that relationship. Personally I should not want to accept it 
without thought and perhaps further thought on your part. I sug- 

gest that that be one of the things we take up Wednesday morning. 

Secretary Srevens. I think that is very good; I will be delighted to 
discuss it. 

Sertator Franvers. I will just take up one other point at this time. 
The suggestion was made this morning that there be established :¢ 
sort of comptroller’s corps. One of the objections to the use of the 
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military completely in comptrollership is the habit of moving a mili- 
tary man into a position of that sort and out again and having him 
followed by another, when it would seem to most of us, I think, that 
this was a highly specialized subject which one might well make his 
life’s work. And from that point of view, I believe it was Mr. Lovett 
who suggested a comptroller’s corps. He suggested that a man might 
find a career in it, and I asked how far that would go and he sug- 
gested three stars and I see, sir [speaking to General Decker], that 
you have three stars on your shoulders. So you are already there on 
the basis of Mr. Lovett’s suggestion. 

There seemed to me to be some difficulties in that. For instance, a 
young man out of West Point, for reasons known only to himself and 
his Maker, is interested in the business end of the soldier’s job. I do 
not know how he could feel the same assurance of those three stars if 
it had to be attained inside such a corps. How high up do chaplains 
get ¢ 

Secretary Srevens. I believe major general. 

General Decker. One chaplain has two stars. 

Senator Fianpers. It would be one comptroller who would have 
three on that basis. How high up does the Medical Corps go? 

Secretary Stevens. Two stars. 

Senator FLanpers. This would not be as large a body, this corps, 
probably as the Medical Corps, I would not suppose. But it is an 
interesting proposition. 

Thank you for coming and thank you for being willing to come 
again Wednesday morning at 10: 30. 

We will now adjourn until 10:30 tomorrow morning when we will 
hear Secretary of the Navy Anderson. 

(Whereupon, at 3:30 p. m. the committee adjourned until 10:30 
a.m., November 3, 1953.) 
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IMPLEMENTATION OF TITLE IV, NATIONAL SECURITY 
ACT OF 1947, AS AMENDED 


TUESDAY, NOVEMBER 3, 1953 


Unitrep States SENATE, 
CoMMITTEE ON ARMED SERVICES, 
PREPAREDNESS SUBCOMMITTEE No. 3, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:30 a. m., 
in room 212, Senate Office Building, Senator Ralph E. Flanders 
(chairman) presiding. 

Present : Senator Flanders. 

Also present: Senator Lester C. Hunt; Fred B. Rhodes, chief coun- 
sel, and F. Bradford Morse, of the subcommittee staff. 

Senator Fianpers. The hearing will come to order. Before we 
begin the business of the day and hear from Secretary Wilson, Secre- 
tary Anderson, and Assistant Secretary White, I would like to make 
a few comments on the hearings of yesterday. It was pointed out 
that this is not a simple problem, and I can understand that it might 
not have the popular appeal that characterizes some congressional 
hearings. It does have one very important appeal, though, and that 
is to the te axpayer whose money is being used. 

There is one point which I would like to emphasize. None of the 
Secretaries who will be here today and tomorrow could have been 
expected to take on a problem of this magnitude any earlier in their 
service. It would not have been fair to have asked any of these men 
to have come before this committee 6 months ago and to deal intelli- 
gently with the problem. 

It is most complex and it is but one of the many which each of 
these men faced in running this vast business. It seems to me it is 
most creditable that Secretary Wilson and Secretary Stevens have 
appointed groups to dig into this matter and advise them on how 
good business practices can be instituted in the Defense Establishment. 

This demonstrates that there is a healthy awareness of the need 
of a better system of doing business. I think that both deserve our 
thanks for taking action to get at the problem. 

One word further. It should be pointed out that this inquiry is 
not designed to delve into the many technical problems of manage- 
ment, but rather is directed at securing for Congress a complete under- 
standing of what the problem is. We will look to those in charge for 
corrective action. 

In what appealed to me as being a most reasonable approach to 
the problem of whether there should be civilian or military comp- 
trollers, former Secretary Robert A. Lovett stated that he felt that 
the services should take advantage of the military talent and should 
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make use of military men as comptrollers. He said he felt that it 
would be a good idea for the Secretaries to have one assistant each 
who would be in charge of financial management. Under this office 
would be established a new corps or service specialty which might 
have at its head a man with three stars. 

He argued very effectively that these men should not have to report 
to both civilian and military bosses. Mr. Eberstadt and Mr. Schneider, 
who were both thoroughly acquainted with the problem, leaned to the 
idea of having this function performed by civilians at the top level 
and indicated that the law should be changed in this regard. 

In an inquiry of this sort, it is natural and in fact proper to have 
a division of opinion, and this was furnished by Secretary Stevens, 
who stated that he preferred a military comptroller responsible to both 
a civilian and a military boss, as the law now permits. The other 
witnesses took issue with this system and recommended a revision of 
the law which authorizes it. 

I say this by way of summary and leading up to what I hope we 
will accomplish today. It is my hope that the positions of the Navy, 
Air Force, and Department of Defense can be made clear on whether 
this legislation is effective and what can be done to bring about the 
sound management principles which title [V was designed to achieve 
in the Defense Establishment. 

We want each of the witnesses to be completely frank about this 
whole matter, as it affects each and as it affects the dealings they have 
with each other. We want all of the impediments to be discussed with 
candor. 

This morning I want to present to the Department of Defense and 
the three services a special request for information. I would like 
each to give me for the record a detailed statement of the education 
and experience of each of the comptrollers and their principal assist- 
ants. If our committee is to evaluate this problem fully, we must 
have this information. I would greatly appreciate it if the depart- 
ments woul | have this information ready for the record by tomorrow 
morning’s session. 

I say to the staff that we did not have this request for Secretary 
Stevens yesterday, and, as he is to come back to us tomorrow morning, 
perhaps word should be gotten to him so that he will be prepared on 
that question. 

All too frequently congressional committees have a tendency to get 
into a problem and then let it fall by the w: ayside, due to the pressure 
of other business. We do not propose to do that with this problem. 
We have been promised great things in savings of men and material 
if we institute better management in the departments. Title IV may 
not be the complete answer. 

If there is a better one, we want to know it. We approach this with 
an open mind. We want to see that this gigantic business is run 
efliciently. 

With that high purpose, we continue our deliberations. 

I have, Mr. Secretary, biographical data with regard to you which 
I assume is correct and which will be put into the rec cord. It indicates 
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a busy and useful life, and I presume that your life is still busy and 
I think useful. 
(The biographical sketch of Secretary Anderson is as follows:) 


Rosert B. ANDERSON, SECRETARY OF THE NAVY 


Born, Burleson, Tex., June 4, 1910; graduated from Weatherford College in 
1927 ; University of Texas, LL. B., in 1932; elected to Texas Legislature and later 
became assistant attorney general of the State; returned to the University of 
Texas in 1933 as professor of law; Texas tax commissioner, 1934; member of 
Texas Tax Board, 19384; appointed chairman and executive director of Texas 
Employment Commission in 1936; vice president of the Associated Refineries, 
Inc., during World War Il; director and deputy chairman of the board of the 
Federal Reserve Bank of Dallas, Tex.; president of the Texas State Board of 
Education ; officer and director of several corporations, public committees, and 
charitable organizations; trustee of Texas Wesleyan College, Forth Worth, and 
McMurry College, Abilene; received LL. D. degrees from McMurry College and 
Texas Christian University, Fort Worth, and Litt. D. from Mid-Western Uni- 
versity, Wichita Falls, Tex.; formerly civilian aide to Secretary of the Army; 
Secretary of the Navy, February 4, 1953. 

Senator FLanpers. Like his colleagues, Secretary of the Navy 
Robert B. Anderson brings to the office a vast quantity of experience 
in the commercial world. His business experience, couple d with his 
earlier training and practice as an attorney, have enabled him since 
he was assigned to his oflice, to evaluate the budgetary, fiscal, and 
accounting procedures in the Navy Department. 

I am sure that Secretary Anderson’s contribution to this inquiry 
will be a great one. Secretary Anderson has prepared a statement for 
the record, which we would appreciate his reading at this time. 


STATEMENT OF HON. ROBERT B. ANDERSON, SECRETARY OF THE 
NAVY, ACCOMPANIED BY UNDER SECRETARY THOMAS S. GATES, 
JR., COMPTROLLER OF THE NAVY; REAR ADM. E. A. SOLOMONS, 
DEPUTY COMPTROLLER; REAR ADM. E. W. CLEXTON, ASSIST- 
ANT COMPTROLLER (BUDGET AND REPORTS); AND N. P. CAS- 
SIDY, ASSISTANT COMPTROLLER (ACCOUNTING, AUDITING, AND 
FINANCE) 


Secretary Anperson. Mr. Chairman, I welcome this opportunity to 
appear before you to discuss problems of Navy financial org: mization 
and management. I strongly concur with the Hoover Commission’s 
observation that “the budget and appropriation process is the heart of 
the management and control of the executive branch.” 

As Secre tary of the Navy, I have given, and shall continue to give, 
much of my attention to strengthening the budgetary processes and 
financial management in Navy. I have found title IV of the National 
Security Act amendments of 1949 to be an excellent piece of legisla- 
tion. Everything possible has been done to implement its provisions, 
although further progress is both required and planned. 

The Navy was particularly fortunate in that, for a great many years 
prior to the passage of title IV, the importance of fiscal m: inagement 
had been fully recognized. Advances in this field facilitated imple- 
mentation of the provisions of title IV. For ex: imple, budget prepa- 
ration and execution had been an established function under the 
Office of Budget and Reports since 1941. The Navy, in collaboration 
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with the Navy Appropriation Subcommittee of the House Appropria- 
tions Committee, had recommended to the Congress, as early as 1946, 
the adoption of a revised appropriation structure along program and 
performance lines. ie 

Likewise, coordination of the budget with progress and statistical 
reporting had been largely effected. Property accounting on both an 
item and dollar basis ha ae in existence for many years, except for 
a temporary interruption during World War II. Industrial- or com- 
mercial type accounting, to 'the extent permitted by up was also 
established at major activities prior to title IV. The i Navy has been 
using a revolving stock fund to finance common usage items on an 
issue rather than initial procurement basis since 1893. 

These accomplishments in financial management are mentioned to 
point out that the rhe ry tasks confronting the Department at the 
time of [ pi issage of t Ly were concerned largely with ( 1) bringing 
together and integer: ating ‘ within one organization the various fiscal 
functions being performed at different organization locations through- 
out the Department: (Z mplementing functions where relatively 
little progress had been made, such as internal ee and the estab- 
lishment of working capital funds at industrial or commercial- type 
operations; and (3) placing increased emphasis on ianiabanied police les 
and procedures in all areas of financial management. 

Establishment and organization of the Comptroller’s office: The 
Secretary of the N: VY, by oe irter of June 1. 1950. established the 
Office of the Comptroller of the Navy as required by title IV. Sub- 
ject to the wakes ty of the Sec anata the Comptroller is responsible 
for all budgeting, accounting, progress, and statistical reporting, pro- 
viding financial assistance to de fense contractors, internal auditing, 
and for the administrative organizational structure and managerial 
proced lures related the reto. 

Cr mptroller functions are organized in a manner consistent with 
the Sparutions of the Office of the Comptroller, Department of De- 
fense, as stipulated in title IV, and are in accordance with the Secre- 
tary of Defense directive of September 27, 1950, on Comptroller 
Functions and Organization. 

The Comptroller is assisted in performing his responsibility by a 
Deputy Comptroller and two Assistant Comptrollers. I would like 
to o— nt for the record organiz: ition charts setting forth the comp- 
troller’s organization. 

Senator . LANDERS. They may be admitted. 

(The documents referred to are herewith inserted.) 

Secretary o NpERSON. ‘The Under Secretary of the Navy, Thomas 8S. 
Gates, Jr., is the present arene 

The first comptroller was tl = sistant Secrets ivy of ~s ) avy for 
Air, John Fk, I lobere. H Ss de put was Reat Ac Im. H. t. Hopwood 
who, s — 1946, had been Director af the Office of Budget ; oo Reports. 
Rear Adi K. A. Solomons, the present depu ty comptroller, replaced 
Admir: | Ho ypwood upon his assignment to duty with the fleet. 

The two assistant comptrollers, Rear Adm. KE. W. Clexton and Mr. 
N. P. Cassidy, have been in those positions since inception of the 
comptroller organization and, in fact, have been in important posi- 
tions of financial management for a number of years. Admiral Clex- 
ton was previously the Assistant Director of Budget and Reports, and 
Mr. Cassidy was formerly the fiscal director of the Navy. 
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ASSISTANT COMPTROLLER, DIRECTOR OF BUDGET AN 
ASSISTANT DIRECTOR OF BUDGET AND REPOR 


a) Responsible for the organization and administration of matters relating t 

b) Coordinates and obtains the concurrence of, the Chief of Naval Oper 
and programs, and their presentation to higher authority. 

c) Establishes, develops and supervises the execution of general principles, 
paration and administration of the Navy budget. 

(d) Supervises and directs the preparation, analysis, and coordination and re 
ment of the Navy and the presentation of the budget to the Bureau of the Budget 

(@) With Counsel assigned to duty with the Comptroller, develops appropriatio: 
budgetary significance. 

f) Establishes uniform terminologies, classifications and procedures in budg: 

&) Supervises the preparation and submission of reports to the Secretary of | 
Department, covering the appartionment and the status of appropriations. 

(h) Processes the allocation and appartionment of appropriated funds to Burea 

(i) Continyously reviews rates of obligation and expenditure of appropriated . 
fective instrument of management. 

(3) Amalyzee civilian manpower requirements and allocates over-all civilian p 
Offices, subject to approved appropriation appa tionments. 

(k) Plans and prepares statistical analyses to provide budgetary and fiscal i 
and determination of broad administrative policy. 

(1) Receives and reviews requests from outside agencies for statistical data. 
available; or channels requests to the proper Bureau, Board or Office, monitors t 
solidates reparts when necessary. 

(m) Maintains liaison with statistical offices of the Department of Defense a 
the Navy on committees and in conferences dealing with statistical policies and x 

(n) Applies standards of budgetary control based upon cost accounting, fiscal 
management reporting system as appropriate. 

(o) Determines the budget and fiscal reparts and forms control policy for the 
methods, procedures and requirements for budgetary and fiscal statistical reports 
the establishment of new reports. 

p) Coordinates the development of standards of presentation, classification . 
reparts. Provides statistical and graphics services for the Secretary's office. 
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Responsible for the organization and administration of matte 
ing, audit and finance. 

(b) Develops and supervises the execution of principles, policie 
followed in fiscal, cost, operating and capital property accounting 
and management fund operations throughout the Department of the Nav. 
Prescribes the type and cantent of financial] records and of 
ami capital property accounting records maintained by the Bureaus a 
Department - 

i) Develops uniform terminologies, 
ered in (b) amd (c) above. 
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g) Coordinates and arranges for financing interdepartmental and 
programs; the administration of advance payments, guaranteed loans 





h) Coordinates a correlates all of the foregoing responsibilit 
troller of the Department of Defense and with other Government agen 

i) Develops audit principles, policies and procedures and exerc 
vision of audit operations in and throughout the Department of the | 

) Performs audits, as required, of current, completed, and term 
the fixed-price type, the cost-plus-fixed-fee type, time and materi 
reviews and audits, as required, which relate to unit costs, total 
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so to do at his election. 

k) Performs aucits and examinations, as required, of systems, pr 
and documents pertaining to the obligation and expenditure of appro; 
erty accounting, sales and reimbursements and of non-appropriated fu 
Coordinates with the Naval Inspector General, to the fullest 
A examinations of field activities. 

m) Coordinates Navy audit programs, as required, with the Compt 
of Defense, the General Accounting Office and other Government 
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ESTIMATES AND ABALYSIS BIVISION 


The Eetimetes ani Analysis Division is responsible 


for 


&) Development and establishment of, end super- 
Vision of the execution of general principles, policies 
and procedures governing the preperation and administre- 
tion of the Bary budget; 


b Direction and supervision of the preparation, 
mmalyvis, coordination and review of the buiget estimates 
of the Departamt of the Navy ani the presentation of 
the budget te the Buress af the Buiget axl to Congress) 


©) Eeteblishest of mifore terminologies, classi- 
| Tieations, and procedures in budget matters; 

4) Allébation of fants to bureaus and offices of 
| the Havy Departamt and administration of apportiamente 
| Tequested by the Comptroller and approved by the Bureas 
| ef the Budget; 
| *) The continuous review of rates of obligation 

and expenditure of qpropriated fumis and the develop 
| mart of buiget coutro] as a effective tool of amage- 
eat 


| f) Developaent of appropriation language and the 
| Teview of legislation having budgetary significance, 
| With counsel assigned to duty with the Comptroller. 
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The Progress Reporte and Statistics 
responsible for: 





4) Development of policy and general systems of 
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and progress reporting primarily with re- 
scal and budgetary matter: 










t and review of requests from the De- 
Defense and other Government agencies for 
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© evelopment of reports control policy and the 
genera) implementation thereof with respect to matters | 


under the cognisance of the Comptroller 

4) Making available to management informetion 
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Comptroller policy and concepts: Rather than belabor you with a 
detailed list of the functions and specific duties of the comptroller’s 
office, I shall present for the record the charter of the Comptroller of 
the Navy. 

Senator FLanpers. It may be admitted. 

(The document referred to is as follows :) 


DEPARTMENT OF THE NAVY NAVCOMPT 5460.1 
OFFICE OF THE COMPTROLLER NCB-32 
26 August 1952 
Washington 25, D. C. 


NAVCOMPT INSTRUCTION 5460.1 

From: The Comptroller of the Navy 

To: All Ships and Stations 

Subj: Current Charter of the Comptroller of the Navy 

Ref: (a) SecNav ltr of 1 Jun 1950, Subj: Comptroller of the Navy—establish- 
ment of Office of and assignment of responsibilities (NDB Jan-Jun 1950, 
50-415, p. 55) 

Encl: (1) Copy of revised charter, approved 20 Aug 1952 


1. Purpose. This Instruction forwards enclosure (1) which is a current copy 
of the revised Charter of the Comptroller of the Navy, as approved by the Sec- 
retary of the Navy. It reflects changes in the Comptroller’s function. Reference 
(a) was the initial charter setting forth the authority, duties, and responsi- 
bilities of the Comptroller of the Navy. 

2. Superseded Issuances. Reference (a) is accordingly superseded by enclo- 
sure (1). 

3. Highlights. The current charter contains a more definitive statement of the 
Comptroller’s function than appears in reference (a). It also reflects the trans- 
fer of the quarterly personnel allocation function from the Comptroller’s oe 
(This function was assigned to the Deputy to the Under Secretary of the Navy 
for Manpower.) Added functions specified for the Comptroller are in the area of 
making available to management information collaterally generated through 
normal functioning of the Comptroller organization. 

JOHN F. FLoBEra. 


ENCLOSURE (1) NAVCOMPTINST 5460.1 
26 August 1952 
CHARTER OF THE COMPTROLLER OF THE NAVY 


I AUTHORITY FOR COMPTROLLER 


Public Law 216, approved 10 Aug us st 1949, amended the National Security Act 
of 1947 and among other things established in the Department of Defense and in 
each military department a comptroller, and vested in the said comptrollers 
authority and responsibility for certain functions, subject to the authority of 
their respective secretaries. The pertinent provisions of the statute are quoted 
below : 

“COMPTROLLER OF DEPARTMENT OF DEFENSE 


“Src. 401. (a) There is hereby established in the Department of Defense the 
Comptroller of the Department of Defense, who shall be one of the Assistant 
Secretaries of Defense 

“(b) The Comptroller shall advise and assist the Secretary of Defense in 
performing such budgetary and fiscal functions as may be required to carry out 
the powers conferred upon the Secretary of Defense by this Act, including but not 
limited to those specified in this subsection. Subject to the authority, direction, 
and control of the Secretary of Defense, the Comptroller shall— 

“(1) supervise and direct the preparation of the budget estimates of the 
Department of Defense; and 
(2) establish, and supervise the execution of— 
“(A) principles, policies, and procedures to be followed in connection 
with organizational and administrative matters relating to— 
“(i) the preparation and execution of the budgets, 
“ (ii) fiscal, cost, operating, and capital property accounting, 
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t 


“(iii) progress and statistical reporting, 
“(iv) internal audit, and 
“(B) policies and procedures relating to the expenditure and collection 
of funds administered by the Department of Defense; and 
“(3) establish uniform terminologies, classifications, and procedures in all 


h matters 


sik 
“MII ARY DEPARTMENT BUDGET AND FISCAL ORGANIZATION DEPARTMENTAL 
COMPTROLLERS 


“Sec. 402. (a) The Secretary of each military department, subject to the 
authority, direction, and control of the Secretary of Defense, shall cause budget- 
ng, accounting, progress and statistical reporting, internal audit and adminis- 
trative organization structure, and managerial procedures relating thereto in 
the department of which he is the head to be organized and conducted in a manner 
consistent with operations of the Office of the Comptroller of the Department of 
Defense 

“(b) There is hereby established in each of the three military departments a 
Comptroller of the Army, a Comptroller of the Navy, or a Comptroller of the Air 
Force, as appropriate in the department concerned. ‘There shall, in each mili- 
tary department, also be a Deputy Comptroller. Subject to the authority of the 
respective departmental Secretaries, the comptroller of the military departments 


shall be responsible for all budgeting, accounting, progress and statistical report- 
} 


and internal audit in their respective departments and for the administrative 
organization structure and managerial procedures relating thereto. * a 





Il. DUTIES AND RESPONSIBILITIES OF THE COMPTROLLER OF THE NAVY 


The mission of the Comptroller, under the authority of the Secretary of the 
Navy, is to formulate principles and policies and to prescribe procedures in the 
areas of budget, fiscal, accounting, audit, progress and statistical reporting 
throughout the Department of the Navy to the end that their use will result in 
meeting the operating and planning requirements of management with efficiency 
and economy. In general, the Comptroller will function in a staff capacity, 
except in specific cases when operations are required in the discharge of his 
statutory responsibilities, or by specific directive of higher authority. Examples 
of these exceptions are: The conduct of audits, the provisions of financial assist- 
ance to defense contractors, and the performance of central accounting 
operations, 

The Comptroller is directly responsible for budgeting, accounting, progress 
and statistical reporting, internal audit, providing financial assistance to defense 
contractors, and for the administrative organization structure and managerial 
procedures relating to such responsibilities within the Department of the Navy. 
In discharging these duties, he will be responsible for: 

(a) Budget Preparation: This responsibility extends to the technique and 
authority essential to the translation of plans and programs of the Chief of 
Naval Operations into a formal budget for presentation to the Secretary of 
Defense, the Bureau of the Budget, and the Congress. The duties and responsi- 
bilities of the Comptroller in no way diminish the military authority of the 
Chief of Naval Operations through the military chain of command over operating 
forces and their essential support, including personnel distribution, military 
organization methods, and general military procedure. The Comptroller’s or- 
ganization shall assist the Chief of Naval Operations in the performance of 
such duties and the satisfaction of such responsibilities as the latter may have 
in connection with its preparation and presentation of the budget. 

(b) Budget administration, including a continuing review of the execution 
of approval budget plans and programs, and the allocation and apportionment 
of appropriations. 

(c) Basie fiscal policy, including the development of systems of accounting 
and financial reporting. 

(ad) Determinations with respect to, and the administration of, the guaranteed- 
loan program, advance and progress payments, and other credits relative to 
procurement contracts. 

(e) Accounting principles, policies, and procedures relating to the value of 
all property whether of an operating or a capital nature. Nothing herein shall 
be construed as divesting the Chief of Naval Operations and the bureaus and 
offices of the Navy Department* of their authority and responsibility with 


* Bureau and offices, as used in this charter, include Headquarters, Marine Corps. 
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respect to inventory control, the determination of stock levels and distribution, 
and the physical items of property embraced therein 

(f) The development of audit principles, policies, and procedures and the 
implementation, as required, of systems of internal audit and contract audit. 
Advice to procurement authorities on auditing aspects of procurement contracts 
and accounting aspects of pricing policies and procedures. 

(zg) The development of policy and general systems of statistical and progress 
reporting with respect to fiscal and budgetary matters. The receipt and review 
of requests from the Department of Defense and other Government agencies 
for statistical data and the monitoring of completion and consolidation of these 
reports, when necessary. 

(h) Reports control policy and the general implementation thereof with 
respect to matters under the cognizance of the Comptroller 

(i) Administrative organization structure and managerial procedures relating 
to budgeting, accounting, progress, and statistical reporting, and internal audit- 
ing within the Department of the Navy. 

(j) Making available to management information collaterally generated 
through normal functioning of the Comptroller organization. 

(k) Coordination and correlation of matters under his cognizance with the 
Comptrollers of the Departments of Defense, Army, and Air Force, and other 
departments and agencies of the Government. 

Orders and instructions issued by the Comptroller of the Navy in execution 
of the duties assigned to him by law, by this charter, or by other directive from 
higher authority shall be considered as emanating from the Secretary of the 
Navy, and shall have full force and effect as such. 


Ill. DEPUTY COMPTROLLER 


The Deputy Comptroller will assist the Comptroller in all matters and respects 
as directed by the Comptroller. He will act for the Comptroller in the latter’s 
absence. Subject to the authority of the Comptroller, he will be responsible for 
the internal administration within the Office of the Comptroller. 


IV. POLICY AND PLANNING COUNCIL 


Under the direction of the Comptroller, the Policy and Planning Council 
composed of such organization heads as may be designated will: 

(a) Coordinate and correlate action involving two or more organizational 
units of the office as may be required. 

(b) Recommend policies and procedures to be followed by the Comptroller 
in his relations with the Department of Defense and other Government agencies. 

(c) Recommend policies and procedures for the internal administration of 
the Comptroller’s Office. 

(d) Coordinate and correlate policy directives and procedural instructions 
promulgated by the Comptroller for publication in a permanent handbook or 
manual. 


V. ASSISTANT COMPTROLLER, DIRECTOR OF BUDGET AND REPORTS 


The Assistant Comptroller, Director of Budget and Reports, will: 

(a) Be responsible for the organization and administration of matters relating 
to budget, reports, and statistics. 

(b) Coordinate with, and obtain the concurrence of, the Chief of Naval Opera- 
tions in the development of budget plans and programs, and their presentation to 
higher authority. 

(c) Establish, develop, and supervise the execution of general principles, 
policies, and procedures governing the preparation and administration of the 
Navy budget. 

(d) Supervise and direct the preparation, analysis, and coordination and review 
of the budget estimates of the Department of the Navy and the presentation of 
the budget to the Bureau of the Budget and to the Congress. 

(e) With counsel assigned to duty with the Comptroller, develop appropriation 
language and review legislation having budgetary significance. 

(f) Establish uniform terminologies, classifications, and procedures in budget 
matters. 

(gz) Supervise the preparation and submission of reports to the Secretary of 
Defense, Bureau of the Budget, and the Treasury Department, covering the 
apportionment and the status of appropriations. 
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(h) Process the allocation and apportionment of appropriated funds to bureaus 
and offices of the Navy Department. 

(i) Continuously review rates of obligation and expenditure of appropriated 
funds and develop budget control as an effective instrument of management. 

(j) Plan and prepare statistical analyses to provide budgetary and fiscal 
information required for management control and determination of broad admin- 
istrative policy. 

(k) Receive and review requests from outside agencies for statistical data. 
Answer requests from published data when available; or channel requests to the 
proper bureau, board, or office, monitor the completion of these assignments, and 
consolidate reports when necessary, 

(1) Maintain liaison with statistical offices of the Department of Defense and 
other Government agencies and represent the Navy on committees and in con- 
ferences dealing with statistical policies and methodology. 

(m) Apply standards of budgetary control based upon cost accounting, fiscal 
accounting, work measurment, and other management reporting systems as 
appropriate. 

(n) Determine the budget and fiscal reports and forms control policy for the 
Department of the Navy. Review reporting methods, procedures, and require- 
ments for budgetary and fiscal statistical reports, and insure that full cooperation 
precedes the establishment of new reports. 

(o) Coordinate the development of standards of presentation, classification, 
and definition of data contained in progress and statistical reports in the 
budgetary field. 


VI. ASSISTANT COMPTROLLER, ACCOUNTING, AUDIT, AND FINANCE 


The Assistant Comptroller, Accounting, Audit, and Finance, will: 

(a) Be responsible for the organization and administration of matters relating 
to accounting, audit, and finance. 

(b) Develop and supervise the execution of principles, policies, and procedures 


to be followed in fiscal, cost, operating, and capital property accounting and 
vorking capital and management fund operations throughout the Departwent of 


(c) Prescribe the type and content of financial records and of fiscal, cost, 
operating, and capital property accounting records maintained by the bureaus and 
offices of the Navy Department. 

(d) Develop uniform terminologies, classifications, and procedures in the 
areas covered in paragraphs (b) and (c) above. 

(e) Develop and supervise the execution of policies and procedures relating to 
the obligation, expenditure, and collection of funds administered by the Depart- 
ment of the Navy. 

(f) Develop and prepare for publication recurring summary reports of a fiscal, 
cost, operating, and capital property accounting nature and compile special 
reports on these matters as required. 

(g) Coordinate and arrange for financing interdepartmental and intradepart- 
mental programs; the administration of advance payments, guaranteed loans, 
and progress payments. 

(h) Coordinate and correlate all of the foregoing responsibilities with the 
Comptroller of the Department of Defense and with other Government agencies, 

(i) Develop audit principles, policies, and procedures and exercise technical 
supervision of audit operations in and throughout the Department of the Navy. 

(j) Perform audits, as required, of current, completed, and terminated con- 
tracts of the fixed-price type, the cost-plus-fixed-fee type, time-and-material type, 
ete. Make reviews and audits, as required, which relate to unit costs, total 
eosts, price determinations, renegotiations, fraud and investigations, system 
surveys, partial payments and of Government-furnished property placed in the 
custody of private industry for Navy purposes under all types of procurement 
eontracts or other forms of agreement. (Ordinarily, audits and accounting 
reviews relating to fixed-price contracts will be made on the request of procure- 
ment authorities, notwithstanding the Comptroller’s inherent authority so to do 
at his election.) 

(k) Perform audits and examinations, as required, of systems, procedures, 
records, and documents pertaining to the obligation and expenditure of appro- 
priated funds, property accounting, sales and reimbursements, and of nonappro- 
priated funds 
(1) Coordinate with the Naval Inspector Geenral, to the fullest extent feasible, 


audits and examinations of field activities. 
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(m) Coordinate Navy audit programs as required with the Comptroller of the 
Department of Defense, the General Accounting Office, and other Government 
agencies, 

Approved, effective 20 August 1952. 

Dawn A. Kimpatt, Secretary of the Navy. 
Secretary Anperson. Before discussing progress and future plans 
with regard to individual comptroller functions, I would like to 
summarize briefly the basic policies and concepts guiding perform- 
ance of comptroller functions and the establishment of comptroller 
organizations in the Navy. 

Basic policies and concept: Tl he pr ims: ry import: ince of the C omp- 
troller at all organizational levels is that he provides to his command 
authority coordinated and integrated staff services in the financial 
area which contribute to the efficient, economical, and effective man- 
agement of programs. The effective performance of the Comptroller’s 
functions relieve top management of much of the burden of detailed 
fact collection, coordination, and analysis. It permits management to 
spend more time in the areas of policy formulation, decision, and 
program direction. 

I am convinced that the establishment of comptrollership is a 
major step toward improving the business management of the 
Navy. It is making sionificant contributions to the effective execu- 
tive control of the Naval Establishment, and its further develop- 
ment and perfection as a management tool assures that it will render 
even more valuable servi es in the years to come. 

It is my intention that comptroller organizations shall be estab- 
lished ultimately in all bureaus, offices, major administrative fleet 
commands, and field activities where the complexity of fiseal opera- 
tions warrant. Comptroller organizations already have been estab- 
lished in most bureaus and offices, and in many field activities in- 
cluding shipyards, field offices of the Military Sea Transportation 
Service, the Naval Powder Factory, some ordnance plants, certain 
naval districts, and other activities. 

However, I intend to accelerate establishment of comptroller or- 
gan zations by early release of a directive on this subject to ee 
entire Naval Establishme N which is in the process of preparatio1 
Tl Cr mptroll ier an d the i Nav: il Ins pector Gener: al will coll: iborate in 
the review of the organization for bureau and field financial man- 
agement to assure that comptrollership functions are adequately and 
efliciently organized to provide an integrated and effective staff 
service to a commanding officer. 

Technical control over all financial matters: The Navy Comp- 
troller’s authority and responsibility is exercised primarily through 
the medium of technical control over all financial matters. Technical 
direction is the specialized or ne culidance and direction 
exercised by an authority of the Naval Establishment in technical 
matters. 

Directives, policy statements, and instructions in the various comp- 
troller areas, such as disbursing, cost accounting, and appropriation 
or fund accounting are included in volumes of the Navy Comptroller 
Manual, and are binding upon the entire Naval Establishment. In- 
structions and directives are promulgated through established org ini 
zational or command lines. This is in accordance with the accepted 
differentiation in the Navy between technical control, and commat d 
or management control. 
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Decentralized operations: Authority and responsibility for fiscal 
management is centralized in the Comptroller of the Navy. How- 
ever, certain operations, such as disbursing, maintenance of detailed 
accounting ledgers, preparation ot progress reports and statistics, 
and formulation of bureau budget estimates are decentralized to 
bureaus, offices, and field activities. 

In addition, bureaus and offices are directly responsible for the 
commitment, obligation, and expenditure of funds made available to 
them through allocations and apportionments. Review and control 
techniques have been established and placed in operation so that effec- 
tive technical control can be exercised by the Navy Comptroller 
through established command channels over the decentralized financial 
operations. 

Authority and accountability : The delegation of financial operating 
responsibilities parallels, insofar as possible, management and com- 
ear lines of authority and responsibility. This permits a bureau 

hief or commander of a field activity to exercise a unified and inte- 
grated direction of programs for which he is both responsible and 
accountable. The Chief of the Bureau of Ships, for example, sched- 
ules, budgets, and accounts for the programs he manages, and is fully 
accountable to the Secretary for the programs he administers. 

Comptroller functions: The implementation of specific comptroller 
functions has been conducted in a manner consistent with title IV 
and directives of the Secretary of Defense. In my following remarks, 
I would like to discuss progress made with respect to each of the 
functions, as well as to indicate what yet remains to be done. 

Performance budget: Title IV requires the adoption of a program 
or performance budget * = focuses attention upon programs: (1) 
Objectives to be attained, (2) cost, and (3) accomplishment. It also 
requires the i of ie iting and capital programs. For- 
tunately, the Navy has long been so organized as to facilitate the 
identification of functional programs. The annual objectives for each 
program are defined in the basic Naval Establishment plan, which is 
revised during the year as planning progresses. Thus, functional 
programs in the Navy are given reality and meaning by identification 
with responsible organizations, stated missions, and specific objectives. 

Prior to adoption of the program or performance budget structure, 
the Navy’s appropriation structure consisted of 48 different appropri- 
ations which had grown up over a period of years without any con- 
sistent approach. Some appropriations were based on broad func- 
tions; others on objects of expenditures, and still others on organiza- 
tional concepts. 

Through a realinement of the appropriation structure with pro- 
crams, the number of appropriations was reduced to 21 in a manner 
which brings fund and management responsibility close together. 
This is considered to be a significant accomplishment in that both 
management and budgeting have been facilitated. For example: 
Naval hospitals, which are under the management control of the 
Bureau of Medicine and Surgery, are financed under the appropriation 

“Medical care”; in the Bureau of Aeronautics, operating programs are 
funded by the appropriation “Aircraft and facilities,” while major 
capital programs are financed by the appropriation “Aircraft and 
related procurement.” 
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In implementing the performance budget structure it was necessary 
to revise comp sletely the appropriation and fund accounting system 
of the Departinent. This has been accomplished in a manner which 
permits the accumulation of costs consistent with the budget structure. 
The new system provides contro.s over appropriated funds made 
available by the Congress; apportionments approved by the Bureau 
of the Budget: allocations approved by the Navy ¢ ‘omptroller ; and 
any subdivisions thereof, such as obligation authorities and allotments. 

All naval expenditures, including receipts and disbursements, are 
acounted for through a series of central master control accounts re 
wg ing the classification of dollars spent as to (1) capital assets, such 

s land, buildings, and ships; (2) acquisition of inventories; (3) 
sooned ions and maintenance costs, et cetera. 

Progress reports and statistics: Title IV placed upon the Comp 
troller the responsibility for establishing principles, policies, and 
procedures for progress and statistical reporting. I am personally 
very much interested in the entire area of reports to top management 
as an aid to executive control. 

At the present time, regular reports are prepared on the status 
of funds appropriated to the Navy and on trends and progress as re 
lated to the budget plan. Special reports and analyses are provided to 
me upon request, or when the Comptroller's staff determines that 
a particular area appears to merit early management attention or 
that an unusual situation indicates the necessity for remedial action. 

The Comptroller’s Office utilizes existing reporting systems of bu- 
reaus and ollices for most of the statistics which serve as a basis for 
analysis. I believe that reporting in some program areas is not being 
presented in a form which permits measurement of progress against 
the budget plan. This is being studied by the Comptroller’s Office. 
I consider that much remains to be done in the further development of 
a system of progress and control reports to top management that will 
assist in the executive direction and coordination of the Naval Estab- 
lishment. 

Working-capital funds: Title IV required the establishment of 
working capital funds “in order more effectively to control and ac- 
count for the cost of programs and work performed in the Depart- 
ment of Defense.” The Comptroller’s Office has expended consider- 
able effort in this area. To date, 28 activities of the industrial or com- 
mercial type have been converted to working capital fund financing 
and commercial-type accounting. 

This includes 3 shipyards, 2 ordnance plants, 1 powder factory, 1 
research laboratory, the Marine Corps clothing factory, Military Sea 
Transportation Service, the defense printing service, and 18 field 
printing plants. 

During the remainder of the fiscal year, it is planned to convert 
eight additional industrial-type activities. This leaves a large num- 
ber of activities to be converted. Progress is increasing, however, as 
personnel gain experience, and manuals of instructions and _ pro- 
cedures are prepared to cover the various types of installations. 

I consider that a significant accomplishment occurred on July 1, 
1953, when the Marine Corps commenced operation under a revolving 
stock fund whereby common usage items are financed on the basis of 
issue rather than initial procurement. 


89982—54——6 
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Senator FLanpers. We have favorable comment from our witnesses 
yesterday with regard to the Navy’s operations under the basis of 
issue rather than initial procurement. I did not realize that that did 
not include the Marine Corps, but I am glad to know that you are 
extending it to the Marine Corps. 

Secretary ANpERSON. Yes, sir, both the Navy and the Marine Corps 
are now included. The fund operates in a manner similar to the 
Navy stock fund which has been in existence for many years. 

Cost accounting: A complete cost-accounting system exists in the 
Navy with basic instructions contained in the Navy Comptroller 
Manual and the Aeronautics Overhaul and Repair Cost Accounting 

Handbook. Cost accounting is performed primarily through the use 
of a system of cost accounts known as expenditure accounts. 

Cost accounting related to the distribution of overhead costs is 
performed under procedures whereby field activities, depending on 
the nature of their work, are cl: assified ¢ is “industrial” or “modified 
industrial.” Cost accounting related to nell ities financed under the 
Navy industrial fund is covered in handbooks prepared specifically 
for each installation or t type of installation. 

Property accounting: Title IV requires the maintenance of prop- 
erty records on both a quantitative and monetary basis. Section 410 
states that this provision pertains primarily to the Army and Air 
Force. The Navy has, for many years, accounted for property on 
both an item and dollar basis under a system which provides a com- 
plete set of records consisting of ase parate ecard record of each item 
- equipn ent, land, and improve ment owned by the Navy; a reconcilia- 

ion between dollar amounts re ported on these cards and e xpenditures 
made for plant account purposes; and a centralized reporting system 
that furnishes bureaus with information required for control of plant- 
account items. 

Internal audit: Comprehensive internal auditing, as such, was not 
performed in Navy prior to enactment of title 1V. Since that time, 
considerable progress has been made. An internal audit organiza- 
tion has been established, and audit principles, policies, and pro- 
cedures have been promulgated. Audits have been conducted of 71 
naval activities. 

Of necessity, rapid expansion of internal auditing has not been 
possible in view of the nonavailability of personnel who are familiar 
with Navy procedures and practices, and the lack of funds and au- 
thority for the opening of field offices. 

To the present time, therefore, only a small segment of the De- 
partment has been covered by audits. A considerably larger internal 
audit organization will be required before periodic audits of bureaus, 
offices, and field activities can be undertaken. Audits made today 
demonstrate clearly the idles of the internal audit program 
as a constructive force in the proper management of funds and 
property. 

It is planned, therefore, to proceed with expansion of internal 
auditing as fast as the availability of funds, personnel, and authority 
for the opening of field offices will permit. For fiscal year 1955 I 
hope to secure authority and funds from the Congress to open addi- 
tional field audit offices since, at the present rate of progress, it would 
require approximately 5 years to complete initial audits of all major 
naval activities. 
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The cost-inspection aspect of internal auditing has been an estab- 
lished function under the Bureau of Supplies and Accounts and the 
sureau of Yards and Docks for a number of years. In accordance 
with the intent of title 1V and Secretary of Defense directive, it is my 
present plan to transfer this function to the Comptroller’s Office 
where, I believe, operations would be improved by placing all internal 
audit functions in one organization where they can be integrated and 
coordinated with related comptroller functions. 

Management fund: Title IV established the Navy management 
fund, which provides a means of financing projects involving two or 
more appropriations where the costs of operation are not susceptible 
to immediate distribution. The use of such a fund is not new to 
Navy, since, prior to title [V, the Congress had authorized the use of 
the Navy procurement fund for the same purpose. The management 
fund is a very convenient financing technique, and a number of projects 
are in existence under the fund. 

Common use of disbursing facilities: Title IV provides authority 
for the common use of disbursing facilities among the military depart- 
ments. Instructions implementing this authority have been issued, 
and cross-disbursing is conducted wherever it is considered advan- 
tageous to do so. An example is that the Navy makes payment to the 
military personnel of all services at the Armed Forces Staff College 
at Norfolk, Va. 

In conclusion, I find that the provisions of title IV give me the 
full authority required to mopnere financial management in the Navy. 
Although much progress has been made, a great many things remain 
to be done, particularly in extending internal auditing; in convert- 
ing field activities to working-capital funds; in the development and 
better utilization of progress reports and statistics; and in establish- 
ing comptroller organizations throughout the Department. I will 
be glad to furnish you with any additional information you may 
desire and, of course, answer any questions you may have. 

Senator FLanpers. Now, Mr. Secretary, I want to ask you some 
questions brought up by some testimony that we had yesterday. 

In your judgment, can the comptroller function be separated from 
the more gener: al coal lem of militar y manageme nt ¢ 

Secretary AnpERson. May I reply by saying I think the ultimate 
responsibility for the eomptrollership eper: af on within the Navy 
ought to be in civilian hands. I would say further that I think it 
ought to be close ly coordinated b V the utilization of the knowle dg » of 
military staff members who are familiar with all of the operations 
and problems of the Navy. 

Senator FLaAnpers. How would you attach the military staff mem- 
ber to the comptroller organization ? 

Secretary ANpersoNn. Currently we are doing it by having a civilian 
comptroller and a deputy military comptroller, I think the plan 
which we are operating under is proving satisfac tory. 

Senator Fianpers. You speak of the extension of the comptroller- 
ship to cover the entire ope rations, including branch comptroller or- 
ganizations. How far down the line would you carry that civilian 
comptrollership and the military deputy? Would you go clear down 
to the bottom that way? 

Secretary Anpbrrson. I would say not necessarily so, so long as 
you had a strong and capable civilian comptroller at the top. I think 
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that would depend in part upon the capability of civilian comptrol 
lers sufficiently knowledgeable as to the type of organization they 
were attempting to act as a comptroller for. 

Senator FLranpers. One of the questions that has been raised is as 
to whether when you get down into immediate contact with the op- 
erating functions the civilian can be as successful in explaining things 
or understanding things that are clearly military, but which never- 
theless relate to the comptroller’s position, 

Secretary Anperson. I think to a large extent, Senator, it is de- 
pendent upon how able the direction from the top. For example, 
as long as you can have a strong civilian comptrollership who can 
establish sound policies and sound guidance through the manuals 
and other instructions that would be put out, then I think that the 
next primary requisite would be to find one who could both implement 
that policy and who had a knowledge of the operating conditions. 

Senator Fuanpers. Is the problem of economy in peacetime essen- 
tially different from the problem of making the most of limited 
resources in wartime? 

Secretary Anperson. I think the problem of managing as efficiently 
as you can a military establishment is important both in peacetime and 
in wartime. However, I think we would have to acknowledge that in 
wartime there may be such severe demands for securing materials and 
personnel at a rapid rate we might not have the same degree of accom- 
plishme nt that we would hope to have in peacetime. 

Senator FLanpers. What do you consider to be the qualifications 
of departmental comptrollers and comptrollers on subordinate eche- 
lons? Would you consider a formal education in business practices 
of one sort or another to be desirable or essential ? 

Secretary Anperson. Of course I think that the real essential in 
the success of any type of comptrollership is dependent upon the 
capability of the man that you are able to secure. Ideally, I think, 
he ought to be a person who has a wide knowledge of the Naval Estab- 
lishment. 

On the other hand, if you go to secure a civilian comptroller, the 
likelihood is that you will find it exceedingly difficult to find a man 
whose experience with the Department of the Navy has been wide- 
spread. Therefore it would be necessary to secure one who had the 
capability of acquiring that knowledge as rapidly as possible, of get- 
ting around him the type of people who could keep him informed 
on the various types of operations with which he was not immediately 
familiar, and particularly one who understands what use ought to be 
made of the comptrollership function. 

For example, Senator, let me say that I consider that there is a 
great deal of difference between the responsibility of one doing ac- 
counting work or auditing work from one who is a skilled comptroller. 
A skilled comptroller in my judgment is a man who can give to top 
management the analysis and the reasons behind certain types of 
information and data upon which management decisions can be based 
soundly. 

Senator Franprers. As I understood your answer to a previous 
question, you would consider the ideal arrangement to be that of the 
civilian comptroller and the military deputy? 

Secretary Anperson. I think that is the most satisfactory arrange- 
ment that I know at the moment. 
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Senator Fianpers. Let us call it most satisfactory rather than ideal. 

Secretary Anperson. Yes. 

Senator Fianpers. Then the military deputy would assist the 
comptroller in working out the specific problems that come in the 
Military Establishment ? 

Secretary Anperson. Yes. I think that a competent, intelligent, 
and efficient civilian comptroller with the same sort of a military 
deputy would bring a combination of knowledge and a capability of 
analysis that would give you good advice. 

Senator Fianpers. Do you consider it desirable for all top com- 
manders to have had e xperience in the comptrollership function ‘ 

Secretary Anperson. If I follow your question correctly, you would 
be asking whether one who was placed in command of a naval ship- 
yard—— 

Senator FLANpers. Yes. 

Secretary Anperson. I would think not necessarily so if within 
that shipyard you had a good comptrollership established. 

Senator FLanpers. I am thinking of a practice which has been 
common in services in the past of feeling—well, to put it in its ex- 
treme form—the line officer should be able to fill any lo and 
do anything. You spoke ot shipyards. As a machine tool builder 
in years past, I have had contact with commandants—let us say that 
this is 20 years ago so that I do not have to specify names and dates, 
although I will specify places—the Washington Navy Yard, the gun 
factory, the commandant did not pretend to know what was going on 
in the place technically, but he was a line officer who served his tour 
of duty at that place and then perhaps moved on to ship services, went 
to sea. 

Do you feel that all the top commanders should have some exper- 
lence at some time in their careers in the comptroller field? I take it 
from your answer that you do not feel that way. 

Secretary Anperson. Let me say I consider it desirable but not 
necessarily so. This idea that any individual is qualified for the 
——— ince of every type of task seems to me to be a thing hoped 
for but hard to achieve. I think the important thing, Senator, is to 
be sure that in each type of major facility we do have a strong 
comptrollership that is responsive to the management and responsive 
to the carrying out of the policy set out by the Comptroller of the 
entire Naval Establishment. 

Senator FLianpers. Can the budgeting process for which the comp- 
troller is responsible be clearly separ ated from the programing func- 
tion which is the responsibility of operations / 

Secretary ANpERSON. Preparationwise, I would think that it could 
be. But so many programs are continuing programs that I think good 
budgeting would take into consideration the progress made on pro- 
grams and the objective to which the program was directed. 

Senator FLanpers. Since the — of title IV, comptrollership 
duties in the Department of the Navy have been assigned to the As- 
sistant Secretary for Air and more recently to the Under Secretary. 
In your opinion can the responsibilities demanded of the Comptroller 
be discharged on a part-time basis? 

Secretary AnprErson. No, sir; not completely, and I think in this 
connection I should say to you that we have reserved a grade 18 in the 
Navy and we hope that we can find a man, a civilian, who could devote 
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100 percent of his time to the comptrollership under the direction of 
the Secretary and the Under Secretary. 

Senator FLanpers. Would you plan to give him an assistant secre- 
taryship status? 

Secretary Anperson. That would be a decision, I think, that the 
Congress would have to make, Senator. 

Senator FiLanpers. It is my understanding that officers are ro- 
tated—this is in a way a repetition of the questions I asked before, 
but I will state it again—oflicers are rotated into and out of comp- 
trollership assignments in accordance with the overall departmental 
policy to make officers’ duties and experience as broad as possible. 

If this understanding is correct, do you believe that the policy has 
impaired the effectiveness of title IV implementation by depriving 
comp troll ership organiZz: it] ions of expe rience ‘ed men ¢ 

Secretary Anperson. I can only answer by saying that my experi- 
ence with the military Deputy Comptroller and the comptrollers who 
are currently assigned to that responsibility in the Navy has been 
very pleasing and rewarding. I have found them to be men of great 
integrity and great capacity. 

Senator FLanpers. In a sense that question is answered by your 
definition of the relative relationships and duties of the civilian comp- 
troller and the military. 

Secretary Anperson. Yes, sir, Senator, and I would go further to 
say that I do not think you can just select anybody out of the line 
officers and say that we want to make you a deputy comptroller. I 
think you have to utilize some judgment and have some idea of the 
capability and experience and past history of the individual and try 
to select the right man for the job. 

Senator FLanpers. We have been advised that some ranking mili- 
tary officers seek to avoid assignments as comptrollers, since they 
believe that such assignments will de prive them of promotion oppor- 
tunities and that their duties in discharging comptroller functions 
will not be given much weight if promotion opportunities do arise. 

Would you ple ase comment on that matter? Has any directive 
ever been issued by the Office of the Secretary of Defense or by your 
Department to correct this situation if it exists? 

Secretary Anprrson. In the first place, I have not had anyone tell 
me specifi cally that he would like to avoid that type of responsibility. 
I can ve ry well conceive that there would be those who would feel 
themselves not suited or temperamentally fitted for that type of re- 
sponsibility. I can also conceive of the fact that officers on a more 
active-duty status with the fleet or with some of the other activities 
of the Navy might feel they would be given a higher degree of 
consideration. 

Senator Franpers. Of course it is a very practical matter to the 
naval officer when he comes before the Board as to the attitude of the 
Board toward his having taken on the responsibility of this sort. 

Secretary Anperson. I will say this, Senator. I personally feel 
the fitness reports of officers who do take on this type of operation 
ought to have suitable comments from the Secretary and others who 
prepare them, pointing out the extreme importance of their respon- 
sibility and their great contribution to the Navy in this field. 
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I have taken occasion several different times to express to officers 
of the general line my very strong feeling of the great contribution 
that the c apable people do make in this area. 

Senator Franpers. Would the establishment of a separate chain 
of command of the comptroller organization of all echelons in the 
military departments giving departmental comptroller command au- 
thority over comptrollers at lower levels, assist in the implementation 
of title IV? 

Secretary Anperson. No, sir; I could not say that I would agree 
with that. I would like to make two points. In the first place, I 
doubt the advisability of trying to establish a separate type of comp- 

troller corps because one of the things, particularly if you have strong 

civilian comptrolle rships, that a de puty comptroller could and should 
bring to the organization is a widely diffused knowledge of how the 
Navy operates and its various activities. 

In the second place, I think that comptrollership ought to be 
regarded as a staff function that would give competent analysis and 
facts to top management in order to give them the capability of 
making decisions. ‘Therefore I believe that normally a comptroller 
organization should be primarily responsible to the top management 
of that partic ular organization. 

Senator FLANDERS. op pose you have a field operation, as you have 
had in Korea. I hope that the past tense is the proper one to use in 
that connection. Would you feel that the comptroller function should 
be extended to that field operation ? 

Secretary Anperson. I think you would have to be governed by the 
type of operation that it was so that the comptrolle rship served the 
most useful purpose. Frankly, I think in each type of combat activ- 
ity, when combat was actively in progress, you would have to be 
governed by the requirements of the time as to how far you extended 
the comptroller functions. 

Senator FLanpers. You are not clear, then, in your mind that you 
would want to extend the comptrollership function clear down to a 
carrier in action off the coast of Korea. 

Secretary ANperson. Yes; I think it is desirable that it be ex- 
tended to field operating activities, but I think that in the extension 
of it you must first be governed by the requirements of the field activ- 
ity as to the extent to which it could be extended. 

In other words, the principles of inventory and the principles of 
control | think ought to be ext nded rioht out as far as you possibly 
can do it. 

Senator FLanpers. Yes, you have said that 

Secretary Anperson. Lut the extent to which you attempt to estab- 
lish a comptrollership function in a field activity, I think, would be 
dependent upon its mission and the rapidity with which it has to 
move. 

Senator Fianpers. It has been observed that one of the oreatest 
problems in title 1V implementation has been in obtaining the serv- 
ices of qualified men to fit comptrollers’ offices. You have just stated 
that you were looking for men. Would you please describe the steps 
that you have taken to recruit qualified personnel for these offices? 
I am not going to ask you who you are corresponding with or talking 
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to over the phone, but let us think of the thing in general aside from 
this top man. Have any schools been esti ab lished by your oe 
ment to train military personnel in the skills of comptrollership, « 
have you sent candidates to business schools for a course of training 
or made any other arrangements 

Secretary A NDERSON, We have one school, ( reorge Washington Uni- 
versity, where we send people for education concerning the comp- 
trollership functions. As to the first part of your question as to what 
steps we have made toward securing a full-time comptroller, I have 
heen discussing the problem with a number of the larger industrial 
concerns of the country, hoping that I might find within their group 
L man who would be willing to devote his full time and who had the 
type of capability and qualifications which I think go with the re- 
sponsibility. 

Senator FLanpers. Have you found it desirable to sell the idea of 
the comptrollership function to the lower command echelons, and, 
if so, how are you going at it? 

Secretary Anperson. I will say that so far as I am personally con- 
cerned, I have found a general acceptance of the comptrollership 
functions in most of the echelons of the Navy and a willingness to 
work with the program when we show them, and I think we usually 
can, the advantages of economical and eflicient operation. 

Senator FLanpers. You do not meet with any great resistance to 
the implementation of title I[V on the part of military commanders 
due to a fear that the title would be used to interfere with and usurp 
command functions. 

Secretary Anprerson. Again I will say to you that the approach 
which we have taken has been to try to emphasize and to educate 
our people intoa br ‘lie f ths at ¢ all of us are best ser ved by ane fie le nt and 
well-managed organization and that this comptrolle rship i is a mecha- 
nism by which that can be achieved. 

I think that we have had a high degree of success in securing the 
belief on the part of all of our people that the comptrollership func- 
tion does contribute to their overall well-being in the field of efficiency 
and economic management. 

So I think I could not say that we have met with an¥ great areas 
of resistance 

Senator Franprers. Can you tell the committee what it will cost to 
operate the U. S. S. Missouri, for example, during the fiscal year 
1954 ¢ 

Secretary ANpERSON. Senator, I think that we could pretty well 
identi fy the cost of the operation of a single ship. Mabeeally our 
accounting system goes by classes of ships. But by breaking down 
within the class of ships the military personnel, the operation and 
maintenance which would be a matter of record with reference to 
each ship, I think we could come out with a reasonably close figure 
on what it would cost to operate that single unit. 

Senator FLanpers. It is a rough question, and I want to congratu- 
late you on the condition of your cost accounting, which is the support, 
I presume, of your budgetary requests. 
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Secretary AnpEerson. Would the Senator like for us to deliver to 
you a detailed statement of what we would consider it to be from our 
records and the method by which we arrive at it? 

Senator Fianpers. I think it would be a very interesting thing to 
do. It would educate not merely the committee but possibly some of 
the other services as well. 

Secretary AnpErsoN. We will be glad to submit that. 

Senator Fianpers. Would the full use of the machinery provided 
by title IV, especially performance budgets, make this information 
readily available to you? You say you have it for the class of ships 
and can break it down into the specific vessel 

Secretary Anprerson. We very carefully maintain a differential be- 
tween what goes into the performance of our programs and what goes 
into our capital structure. 

Senator FLanpers. That is primary. 

Secretary ANperson. Yes: so that we could utilize the information 
which comes out of our performance and budget operation to differ- 
entiate between the cost, as I say, of classes of ships and then of course 
the classes of ships results from an accumulation of data that comes 
from fiscal records, so it could be made available. 

Senator FLaNnpers. Some of these questions I am asking have al- 
ready been touched on in your answers to previous questions. But I 
want to ask them just the same so answers may appear in the appro 
priate part of the record. Is it possible that performance budgets 
can be utilized to the extent contemplated by title IV unless the in- 
ventories of common-use items maintained by the department and 
industrial-type activities operated by the department are put under 
working-capital funds ?¢ 

Secret: iry Anperson. I think, Senator, that I would say to you 
there that the more desirable way of measuring performance would 
be | by the working ¢ ‘apital fund arrangement because there your ex- 
penses and operation costs are kept current. On the other hand, in 
the performance budget you would have to fund for those operations 
and while a close relationship could be maintained between the per- 
formance budget and the functional activity, I do not think it would 
be in quite as current status or in quite the detail as you could have 
with the working capital type fund. 

Senator Fianpers. Are you or are you not expanding the common- 
use inventories, and are you or are you not expanding the fund 
procedure / 

Secretary Anperson. Yes. First let me say with reference to the 
whole of the inventory system in the Navy, we are trying to ¢ ‘onstantly 
analyze it to include it both from the standpoint of its stratification 
and from the standpoint of the utilization of the end item, so that 
we separate, for example, many things which are used with the 
greatest frequency and those which are used with a lesser degree of 
frequency. 

With reference to the second part of your question, I would say 
that we are extending the use of industrial-fund management right 
along. both as funds are available to us and as we are able to train 
people how to utilize that type of operation. 
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Senator FLanpers. We have been informed that your department 
continues to review and analyze its budget in the same manner that 
was utilized prior to the enactment of title IV, even though the 
Department of Defense has developed thorough and critical budget 
techniques consistent with the title. ; 

What is your point of view with regard to that? 

Secretary Anperson. We have here a chart which I will be glad 
to furnish the committee, on how we go about the development of the 
Navy budget, if you would like to have it. 

Senator Fianpers. Is it or is it not tied into the procedures of 
title IV ¢ 

Secretary Anperson. So far as I know, Senator, we are following 
all of the outlined criteria in title IV. 

Senator Firanvers. I would like to be very sure of that because 
it would seem to me that the clearest understanding on the part of 
the authorization and appropriation functions of the legislative branch 
would come from a close following of the title IV procedures in your 
budgeting practice. 

Secretary Anperson. We will do this. I will make a new review 
to be sure that we are following the procedures in title IV, but I say 
to you now that so far as I know we are following the procedures 
that are outlined in title [V. I think that we are. 

Senator Fianpers. And those procedures have been studied and 
set forth in a Defense Department document, if my information is 
correct. 

Secretary Anperson. Yes, sir; insofar as I know, we are imple- 
menting that. But I will furnish to the committee a chart showing 
the exact steps which we follow. 
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(The document referred to is as follows :) 
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Senator Fianpers. To what extent do field commanders partici- 
pate in the prepar: ation of budget estimates? Are the clear lines of 
management responsibility which are contemplated by title IV estab- 
lished so as to permit participation by field commanders in the prepa- 
ration of budget estimates ¢ 

Secretary Anperson. By “field commanders,” do you mean people 
who are in charge, we will say, of a carrier or a task force or that 
sort of thing? 

Senator FLanpers. The various naval districts and theaters of op- 
eration, if there are any; the commanders of the various fleets, for 
instance. 

Secretary Anperson. I do not know just how far down the line you 
would want us to take the problem, but the commanders of the pri- 
mary units, as, for example, the commander of the Pacific Fleet, 
would have a part in the budgetary process. Of course, he in turn 
would have to depend upon the other type, the lower type of com- 
manders which are under his jurisdiction. But each of the major 
activities, both from fleet operation and in shore establishments, do 
have a part in the preparation of budgetary requirements. 

Senator FLanpers. Under presently existing systems, military re- 
quirements are determined by officers senior in rank and position to 
the military budget officers. 

Does this seniority in rank and position seriously impair the review 
and analysis made by the budget officers? Would it be more desir- 
able for military requirements to be reviewed by personnel respon- 
sible directly to the civilian Secretary ? 

Secretary Anprerson. Let me say that I have found that military 
deputies we currently have are people of great courage and that they 
are very frank and free to express themselves in our budgetary 
processes. 

May I say also that we have established in the Department of the 
Navy an Office of Analysis and Review, which is staffed entirely by 
civilians, and which examines coincidentally with the military organ- 
ization the generation of requirements, so that they are responsible 
directly to the Secretariat, and they bring to us the point of view of 
one who is not necessarily in the chain of command. 

Senator FLAnpers. We have been told that military personnel costs 
are not identified with the function to which the costs relate in the 
preparation of performance budgets. Can you answer as to whether 
that information is correct; and if so, what the reason for it is? 

Secretary Anperson. I think that is essentially correct, Senator. 

Senator Franpers. Do you have a specific reason for not assign- 
ing the personnel costs to specific functions ? 

Secretary AnpreRSON. I am turning over in my mind your question 
as to the reason for it. The difficulties which would be encountered 
would be that if you did program your military personnel with each 
of the individual activities it would be very diflicult indeed to have 
the total personnel figure as to what the personnel costs were. By 
having all personnel under one funding program, and particularly 
in the realization that the primary individuals in that program are 
people who are potential combat men, you do have a capability of 
knowing what your total program costs. 
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I am just thinking here for the moment that probably the knowl- 
edge of what the total program, personnelwise, would cost, and hav- 
ing that funding under one program might have considerably more 
desirable features than breaking it down into, we will say, a number 
of activities which would require an accumulation of all of those to 
have a good personnel cost figure. 

Senator Fianpers. I can see that there might be some errors made 
in adding up the parts to accumulate the whole. But it does not seem 
reasonable to me offhand that the function costs should not include 
the personnel feature. I would think that you would find it a most 
valuable thing budgetwise and controlwise for determining the costs 
and value of various functions. 

Secretary ANperson. I can see that there would be some advantages. 
From a statistical point of view, Senator, we would know how many 
people go into the various functions. In other words, there would 
not be any problem of knowing how many individuals were concerned 
with a particular function. But in budgeting for those people under 
a performance budget, we - all of the pore le under one personnel, 
military personnel, group—again in order to have a fixed respon- 
sibility for personnel costs, serusionel dist ribution. 

Senator FLanpers. But is there not also a responsibility to the man 
in charge of a particular function to see to it that his personnel costs 
are not excessive or to see what he can do toward reducing them ‘ 

Secretary Anperson. Yes. The current way in which he would op- 
erate would be to maintain as nearly as he could efficient levels of per- 
sonnel which would be controlled in terms of individuals rather than 
controlled in terms of dollars allocated to personnel costs. 

Senator Fianpers. Let us leave that matter, sir, as being one to 
which you may wish to give further thought. 

Secretary Anperson. I think it is one that is entitled to further 
thought. 

Senator FLanpers. Our information is that at the end of fiscal year 
1953, your Department had brought 20 percent only of its total com- 
mercial and industrial-type activities under working capital funds. 
What obstacles have prevented the utilization of working capital fund 
financing that have caused this deficiency ¢ 

Secretary ANnperson. I would like to refer back to my original 
statement, Senator, in which we indicate that we now have 28 activi- 
ties of this type, and down further in the statement, that during the 
current fiscal year we plan to convert eight more additional indus- 
trial-type activities. 

The primary limiting factor we have found is that this is a new 
type of activity and the number of personnel that we have qualified 
to operate on the industrial fund is rather limited. We are develop- 
ing those as rapidly as we can. 

Senator FLanpers. You did cover that, but I wish to get it into the 
record at this point. Now in order to conserve your time, I believe 
that I will ask one more question and then ask if you will designate 
one of your associates here to talk to us about the rest of them. 

Do you approve of the princip le of title IV? Are there any reser- 
vations which you have about the legislation or about any of the proce- 
dures which it requires to be inst: alled. And constructive ly, have you 
any suggestions for amendment of the law / : 
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Secretary Anperson. First, I would say I have no reservations about 
title IV being a very fine piece of legislation ; secondly, I at this moment 
do not have any specific suggestions as to amendments that ought to be 
made. I will say that as the comptrollership function is expanded 
and as we are able to — ‘lop our procedures, there may from time to 
time be suggestions which we would want to make to the committee, 
but currently I baie none which I would be prepared to say are 
required at this time. 

I think title IV has made a real contribution toward our ability to 
operate the military departments efficiently. 

Senator Fianpers. Thank you and we will excuse you at this time. 
Whom shall we question ? 

Secretary Anverson. Senator, I will leave Admiral Solomons, who 
is the Deputy Comptroller. Mr. Gates is the Navy Comptroller and 
the Under Secretary, but Mr. Gates has been with us only a matter 
of a very few weeks. Because of that fact, I think Admiral Solomons 
will be more appropriate. Mr. Dillon is the administrative assistant, 
and any questions you would like to direct to him, both Mr. Dillon 
and Admiral Solomons will be glad to answer them. 

Senator FLanpers. We will question Admiral Solomons in the first 
instance and then, if he needs help, he knows where to go for it. 

Secretary Anperson. I have enjoyed the meeting this morning, 
Senator. 

Senator Franpers. Thank you. 

Admiral, are the cost systems of those activities which are presently 
operating under industrial funds refined so as to permit comparisons 
of actual costs with standards and with budgets so that effective cost 
reduction can be accomplished ? 

I have been informed that that is the case, but maybe you can 
disillusion me. 

Admiral Soromons. Senator, I believe that the present setup of the 
industrial-fund operations in industrial-type activities will be com- 
pletely informative as to comparative costs, not only within the activ- 
ity itself but as compare «1 to a similar activity. 

Our pattern of installation of industrial funds is as uniform as we 
are able to make it. Within two shipyards, as an example, the ship- 
yards may have identically the same basic function, but they may also 
have activities which differ between shipyards. But with the current 
industrial-fund accounting, we can compare them. 

Senator FLanpers. And you also obviously in that case can compare 
with the budget ? 

Admiral Soromons. That is correct, sir. 

Senator Fianpers. We have been told of a large number of defi- 
ciencies found to exist in the accounting saineealinnaa required to sup- 
port title 1V. What reason can you assign for these deficiencies, and 

again I ask the same question I asked the Secretary: Are there any 
shortcomings in title IV itself which would produce this situation? 

Admiral Sotomons. Senator, I do not think that I could answer that 
directly unless I knew what specific deficiencies were referred to. We 
have had no difficulty in that regard. 

Senator FLanpers. I am not prepared to deliver to you a bill of 
particulars at this moment. I am not a lawyer, so probably I am 
not using the right term. But that has been a general complaint, 
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and unless and until we can give you a true bill, we will pass that 
question over—unless your conscience is at work on you. 

Admiral Sotomons. I will say this, sir, that we are not yet in the 
Navy in the position of havi ing a comp ylete integration of budget for- 
mulation and accounting. We are working toward that as rapidly 
as we can. We are making significant progress in that regard, and 
1 would say that perhaps we are 70 percent along the way. But it 
is one of our No. 1 projects to have a complete cycle beginning with 
justification and appropriation and supporting cost accounting 
straight through. 

Senator Fianpers. That I think covers the question. Has any 
system been developed whereby a team of qualified professional 
countants might install or supervise the installation of uniform ac- 
counting systems to support title 1V at all echelons? 

Admiral Sotomons. We have given consideration, sir, and have 
actually had some contact with some civilian firms with the idea of 
interesting them in taking up the matter of assisting in the installa- 
tion of industrial funds. At the present time we have had no very 
strong indication on the part of these firms that they would be inter- 
ested, except in a minor way. 

We feel, sir, that it is almost an essential that each industrial instal- 
lation tie directly to every other one so that in the overall accounting 
in that area, that there will be a uniform pattern. 

We have developed a group within the Office of the Comptroller 
who thus far have been the ones to go into the installation to make 
the initial survey, to write the handbook, and if possible, to stay 
with that activity during we will say the crawling stage. And when 
they are able to walk, then they are on their own, except for such 
advice as they may need. 

Senator FLanpers. In that respect you are following a different 
procedure than that outlined for us by the Secretary of the Army 
yesterday who is making large use of outside consulting firms. 

Admiral Sotomons. That is correct, sir. 

Senator FLanpers. You consider — your own procedure is pro- 
ducing satisfactory results, but perh: ot at a little slower pace 

Admiral Sotomons. That is correct, 

Senator Franpers. You belong with the tortoise rather than the 
hare contingent. 

Admiral Sotomons. We would prefer not to be considered as a 
tortoise, sir, and we are making progress as rapidly as we feel we can 
on a sound basis, unless we were given suflicient funds to increase the 
size of our group. 

Senator FLanpers. How much attention has been given to the value 
of timely, objective, analytical progress reports for use by the Secre- 
tary in evaluating progress of operation? I emphasize the word 
“progress” because it would seem to be essential that the Secretary 
know from time to time how things are getting on instead of waiting 
to the end of the fiscal year and having good or bad news suddenly 
dumped on his desk. How are you getting on in keeping the Secre- 
tary continuously informed ? 

Admiral Sotomons. We feel, sir, that through a system of routine 
reporting on a monthly basis, plus a system whereby when any pro- 
gram deviates appreciably from the anticipated or planned program, 
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that we can keep him reasonably well informed. The timeliness of 
reporting in the Comptroller area, I think, is one of the real cruxes 
of whether or not the system is good. We have, for instance, this 
document which is classified —— 

Senator Fianpers. I can look at the cover. 

Admiral Sotomons. You can look at the interior also, sir, but since 
we are in an open hearing I would prefer no quotations from it— 
in which we statistically report the major programs. 

Senator Fianpers. So that process is being taken care of, you 
feel ? 

Admiral Sotomons. That is correct, sir. 

Senator FLanpers. It is our understanding that the contract audit 
functions of the De pores nt of the Navy are not vested in the Assist- 
ant Comptroller of the Navy, although other audit responsibilities 
are so vested. Do you not feel that that situation is an incorrect one 
and ought to be changed ? 

Admiral Sotomons. Senator, the Secretary has already stated in 
his basic statement that he intends to transfer to the Comptroller of 
the Navy the Cost Inspection Service, which is to a large degree, the 
contract audit. 

Senator FLanpers. Do you believe the installation of an inde- 
pendent audit system under civilian supervision, responsible directly 
to the Secretary, would make for efficiency and economy in the 
operation of the Department ? 

Admiral Sou OMONS, There, Senator, I would pre ‘fer this to be en- 
tirely personal and in no way reflecting the ideas of the Secretary 
because I have not aa this particular matter with him. 

Senator FLanpers. It will be so recorded. 

Admiral Sotomons. It is my feeling, sir, that in the implementation 
of title IV there are five major pillars, you might call them, of « ‘om p- 
trollership. There are budgeting, progress and statistical reporting, 
accounting, finance, and audit. 

The audit function, it is termed internal audit in title IV, and we 
define internal audit as audit which is conducted by the personnel of 
the establishment. as differentiated in a way from external audit, such 
as might be done by the General Accounting Office or by a firm who 
you might hire to conduct an audit. 

Senator FLanpers. But still internal audit might either be done 
under the direction of officials in charge of the program or might be 
done by a group of men directly responsible to the Secretary. The 
word “internal” does not quite describe the possibilities. What is 
your personal feeling, without committing the Secretary or anyone 
else, as to the desirable form which that internal audit should take ? 

Admiral Soromons. I feel, sir, that with an Assistant Comptroller 
in charge of overall audit as a function, under the Comptroller, and 
in view of the Comptroller’s responsibility directly to the Secretary 
of the Navy, that that is a perfectly practicable and desirable man- 
ner of carrying out internal audit within the Nav y. 

If the Comptroller was not responsible directly to the Secretary, 
then I would have a different feeling in the matter. 

Senator FLanpers. I think we may excuse you, Admiral. We thank 
you. Assistant Secretary White has graciously agreed to come again 
this afternoon. We will recess until 2:30.° This he saring is now 
recessed. 

(Whereupon, at 11:55 a. m., the hearing recessed until 2:30 p. m.) 
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AFTERNOON SESSION 


Senator FLanpers. The hearing will come to order. We have with 
us this afternoon the Honorable H. Lee White. The Secretary of the 
Air Force, Mr. Talbott, is unable to participate in our hearings due 
to the fact that his official duties have taken him to Europe until later 
in the month. He has deputized Assistant Secretary of the Air Force 
H. Lee White to appear for him. 

Secretary White has been living with the problem with which we 
are concerned since his appointment. His experience onined since 
assuming office and brought with him from civilian life are sure to be 
of great assistance to us. His remarks on title [V, the remarks of a 
man responsible in one department for its operation, will necessarily 
be extremely cogent. Secretary White has a prepared statement for 
the committee, which at this time I will ask him to read. Before he 
reads his Statement, however, we have a short biographical sketch of 
him which we will place in the record at. this point. 

(The document referred to is as follows :) 


H. LEE WHITE, ASSISTANT SECRETARY OF THE AtrR Force (MANAGEMENT) 


Born, August 13, 1912, Oswego, N. Y. Graduated from Hamilton College with 
B. A., 1984; Cornell Law School, LL.B., 1937: associated with the United States 
Casualty Co... New York City, 1937-38: associated with law firm of Pearis & 
Resseguie in Binghamton, 1988-40; and with the law firm of Mangan & Mangan, 


Binghamton, N. Y., 1940-43; partner in the law firm of Mangan & Mangan, from 
1941 until he resigned in 1948; military service from 1943 to 1947; associated 
with the law firm of Cadwalader, Wickersham & Taft, New York City, 1947; 
partner, 1949 until his resignation to became Assistant Secretary of the Ail 
Force on February 17, 1953. 


STATEMENT OF HON. H. LEE WHITE, ASSISTANT SECRETARY OF 
THE AIR FORCE; ACCOMPANIED BY BRIG. GEN. WALTER 
I, MILLER, DIRECTOR OF ACCOUNTING; H. E. RAMSEY, JR., 
DEPUTY COMPTROLLER; AND HYDE GILLETTE, DEPUTY FOR 
BUDGETING AND PROGRAMING, OFFICE OF THE ASSISTANT SEC- 
RETARY OF THE AIR FORCE FOR MANAGEMENT 


Mr. Wuire. Mr. Chairman, you very kindly asked the Secretary to 
discuss with your committee the status of comptrollership in the Air 
Force. He has asked me to represent him and express his regrets 
that circumstances beyond his control make it impossible for him 
to be here. As you stated, he is in Europe with General Twining mak 
Ing an Inspection of Air Force activities in that area. 

Under section 402b of title IV. the Comptroller of the Air Force, 
whether civilian or military, is under the direction and supervision of 
and dire tly responsible to the secretary of the Air Foree. At this 
point I would like to mention that that concurrent responsibility to 
the Chief of Staff is only with the permis ion of the Secretary of the 
Air Force. In other words, under the statute, as I read it, if the Sec- 
retary felt that the concurrent responsibility damaged in any way 
his ability to perform his functions, he could stop it with a stroke of 
the pen. 
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By secretarial order dated April 4, 1954, I, as Assistant Secretary 
of the Air Force (Management), have been delegated with respon- 
sibility of directing and supervising the Comptroller of the Air Force, 
including all of the functions assigned to or delegated to that office. 
This to me covers the formulation, review, and execution of plans, 
policies, and programs contemplated under title IV. To assist me 
in my function as a financial management Assistant Secretary, I have 
two deputies, each with experience in his particular area of respon- 
sibility. These deputies have the greatest authority to act for me 
and have assumed a large degree of responsibility for close super- 
vision and control over their respective areas of responsibility. 

These deputies are: For budget and program management, Mr. 
Hyde Gillette; and for accounting and financial management, Mr. 
Robert Benson. I also consider the Comptroller of the Air Force, Lt. 
Gen. Charles B. Stone, and all of his staff, as being part of my per- 
sonal office; and we have worked together since I have been here on 
that basis. My financial deputies, Mr. Benson and Mr. Gillette, and 
my Comptroller, together with his principal assistants, are all capable 
men and are working full time in an attempt to assure that good finan 
cial practices are put into effect and followed by the Air Force. 

At this point and to establish the bac kground picture of the imple 
mentation of title IV in the Air Force, I would like to cover briefly 
the growth of the comptroller function in the Air Force. Air Force 
comptrollership preceded the legislative requirements by some 3 years. 
These requirements, as set forth in the 1949 amendments to the Na- 
tional Security Act of 1947, prescribed comptrollership in the military 
departments which closely followed the Air Force organizational 
pattern and the concept which it was designed to implement. 

This concept, reduced to its simplest terms, was to centralize the 
collection, recording, and analysis of operating information to insure 
that the various “managers” of the Air Force had the best possible 
facts in the best possible form to guide their decisions. The inclu- 
sion in the present comptroller family of management analysis, sta- 
tistical services, budget, finance, accounting, and audit has created 
within a single organization the responsibility as well as the capacity 
for the provision of integrated management information and advice 
to command and staff at all levels. As is true of a large business or- 
ganization, comptrollership in the Air Force includes not only the 
provision of data and the handling of purely monetary aspects of the 
organization, but also the analysis and evaluation of information and 
the creation of a basis for management control necessary for Air Force 
managers. 

I would like at this time to take up a little bit about our military 
and civilian personnel who are in the Office of the Comptroller. In 
general we are fortunate that we have been able to get officers and 
civilians to build and operate the comptroller system. At this time 
we have a total of about 32,000 military and civilians assigned 
throughout the Air Force possessing comptroller-type skills. These 
include approximately 3,800 officers, 13,000 airmen, and 15,000 eivil- 
ians. Of these civilians, over 3,300 hold positions comparable to those 
held by officers. This includes at Headquarters, USAF, the Deputy 
Comptroller, Assistant Comptroller, Assistant to the Director of Sta- 

stical Services, Associate Director of Accounting, and Associate 
Director of Budget. 
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1 have found impressive the breadth of background and exper! 
ence of comptroller personnel. For example, of the 307 eivili: ins 
assigned at headquarters who hold positions comparable to those 
held by officers, 44 percent have bachelor degrees and 19 percent have 
master degrees or higher; 85 percent have more than 10 sents of 


Federal service and 35 percent have more than 5 years of serv! nh 
comptroller functions. Of the 162 officers assigned at Naaidegnerberit 
more than half have been assigned to the comptroller function for 
5 years or more. Fifty-two percent are college graduates, and 19 
percent have master degrees or higher. 
¢ : ‘ We are having difficulty at this time in securing adequate numbers 
of qualified accountants. This is serious because of the urgent need 
i for accountants to accelerate the development of a number of acti 
| ties on which we are working and which were contemplated inde 
e i title IV. 
1 At this time I would like to discuss some of the activities in thi 
H Air Force related to title 1V. I am told the Air Force was one of 
i the pioneers in developing the performance-budget concept for sup 


porting its ap propriation estimates. We recognize that the present 
system does not readily identify the performance cost of many activi 
ties. This is particularly true with respect to the distribution of pay 
of military pe srsonnel and centrally procure d, stored, and issued iten 

of exzuipanent and supplies principally of a capital nature. The pres 
ent budget structure is designed to permit the greatest simplicity of 
administration within necessary controls and at the same time provide 
to the extent practicable segregation of operating and capital pro 
1 oTams, We propose no major changes in the present structure until 
such time as we will have installed an improved accrual accounting 
system which we are currently developing, and which I would like to 


discuss further with you at this time. 

One of the first major steps to improve the cost-accounting and cost 
distribution system of the Air Force was initiated in 1947, at which 
time the Secretary of the Air Force directed the development of a 
system of acoues which would reflect true operating costs similar 
to systems used by business enterp rises, At that time we only had 
the suianaietion and obligation accounts which did not reflect 
many instances total related costs 
n The system is still deficient, however, inasmuch as we have not 

reached a point in the development of our basic accounting systenis 

which will permit its complete integration into the budget systen:. 

We have currently underway a full-fledged accounting program de 

: signed to build this basic system. We have had available for the last 

2 years the services of senior partners of the nationally prominent 

accounting firms of Price, Waterhouse and Touche, Niven, Bailey & 

Smart. We have also been fortunate in having the assistance of 

several independent consultants who are members of the faculty of 

the Harvard Business School. We are near ing the completion phe ise 

of research and certain basic test activities, an d hope Ss hortly to begin 

to increase our efforts on the actual inatelintion of elements of ce 

system. During this time, however, we have been able to carry 

forward a number of worthwhile concepts which are embraced by 
) title IV. 

Using the working-capital-fund concept, we have already estab 

lished a stock fund covering three fields of supply, namely, individual 
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clothing, petroleum products, and medical and dental supplies. We 
have had a number of difficult problems to iron out as the procedures 
for these accounts were developed, but I believe we have finally worked 
out the bugs of the clothing section of the fund and are rapidly clear- 
ing up the other two divisions. It is our intention to extend the stock 
fund concept to cover eventually about 200,000 line items which will 
be design: ited for local pure hase to support base oper ations. 

We do not conceive of the necessity or desirability at this time of 
placing technical supplies such as aircraft spare parts in the stock 
fund. We already have underway a system of monetary supply 
accounts which is designed to provide the same type of control as that 
envisioned by the stock fund. At this point I would like to mention 
one of the results of moving into the stock fund, and that is in the 
case of lumber. Although we did not establish a stock fund for lum- 
ber, the investigations that we com leading toward the establishment 
of such a stock fund indicated to the Air Force that we should get out 
of the lumber business: and we got out of it. 

Now the industrial fund. We have established an industrial fund 
type operation for one of our printing plants at San Antonio, Tex., 
and propose shortly to extend the coverage of this to include other 
printing plants. We are currently examining the desirability of 
establishing an industrial fund for the operation of Military Air 
Transport Service known as MATS. To accon iplish this will re- 
quire the reassignment of certain milits ary type missions which are 
performed by MATS to other elements of the Air Force. 

A considerable amount of preliminary work has been done on this 
problem, and I anticipate that it should be finally resolved by the first 
of the year. We are also considering industrial fund type ‘of opera- 
tions for such activities as bakeries, laundries, and dry-cleaning plants 
and similar types of activities. We have been forced to delay work 
in some of these areas because of the lack of qualified personnel. We 
have tried to concentrate our available personnel resources on those 
areas where so large a part of the Air Force dollar has been in need 
of improved accounting controls. 

We are working toward the establishment of a modern cost-account- 
ing system for our maintenance and operating activities, and we do 
not at this time see the necessity of establishing industrial funds for 
the operation of our maintenance shops. We have gone into this 
thoroughly with our consultants; and if it should prove desirable, it 
will be a simple additional operation to establish this type of fund. 
However, our first major prob lem is to perfect a basic accounting 
system which will reflect true cost of operating activities. 

We have found the management fund a useful tool in financing a 
number of operations and are using it wherever it appears desirable. 
We now have seven divisions in the management fund, including the 
Physical Security Agency, Armed Services Technical Information 
Agency, petroleum alkyli te expansion program, and four classified 
divisions. Some of these funds are in the process 0 f being phased out 
since the purpose for which they were established has already been 


accomp lished. 

a monetary property accounting system covering wholesale sup 
plies has been service tested at our San Bernardino Depot and will be 
in operation at all our 16 depots next month. At base level a monetary 
property accounting system is being tested at Langley Air Force 
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Base. It is expected that this system will be installed at all bases 
by next April. 

At this time I would like to describe some specific examples of how 
our Con uptroller functions. Comptroller activities at headquarters 
level have developed many constructive aids to good management. 
For instance, the ‘d rectorate of management analysis has been per 
Sodithan | ‘esearch into improved meth ods for computing budget and 


procurement requirements. The application of these methods to 
budget problems has resulted in the savings of hundreds of millions 
of dollars. ‘Two examples of such savings recently accomplished are 


the following: 

One, during fiscal year 1953 the Directorate of Management Analy- 
S1S developed and app lied new tee] niques for relating requirements 
for aircraft spare parts to available physical and financial 
Use of these technique revealed that prior years’ funds av uilable 
fo. procurement of aircraft spare parts were in excess of requirements 
by $1 billion. Funds in this amount were then withdrawn from the 


assets, 


spares account and used for purchase of aircraft and related items 
thus reducing future fund requirements in this area. This technique 
is being pursued and we have every expectation that additional sav- 
ings will be realized. 

The second example: This directorate sponsored the use of actuarial 
methods for the computation of aircraft engine life expectancy. The 
first official application of this inetvod was to the fiscal year 1954 
engine procurement program for the B-47 aircraft. The actuarial 
study indicated that the B—47 engine life expectancy could be increased 
from 150 hours to 300 hours, This application of the higher life ex 
pectancy factor resulted in a reduction of 4.000 engines in the B-47 
aircraft program. This amounts to over $200 million and may be 
much greater through savings in associated areas such as spare parts 
and overhaul facilities. The same method is being ap yplied to other 
engines under procurement and further considerable savings are being 
achieved. 

The directorate of statistical services, through its many types of 
reports and statistical analyses, has provided a number of manage- 
ment tools in headquarters. Furthermore, I personally receive regu- 
larly briefings from the director. As the result of one of these which 
showed Air Force manning by skill levels, I was able to take spec ifie 
action in these areas. I directed reassignment of overages to fill short- 
ages where possible. I made adjustments in our training program to 
develop skills in the short categories. I directed a program of separa- 
tion of airmen in surplus categories where retraining or reassignment 
was not possible. 

Perhaps one of the most valuable resources provided by the Comp- 
troller in the fiscal management of the Air Force programs is the 
financial policies committee which meets with me each week. This 
group is made up of the Deputy Chiefs of Staff or their representa- 
tives, including General Stone, the Air Force Comptroller. The 
Comptroller develops for me the fiscal material and issues to be dis- 
cussed with the other elements of the Air Staff. These include a re 
view of the rates of expenditures and obligations in each program 
area and factors which are impeding the progress and orderly admin- 
istration of any specific program. These reviews provide an impor- 
tant avenue for control of fund administration by the Secretary’s 
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Office. For example, at one of those meetings last week the program 
for eround- powered and marine equipment was thoroughly reviewed. 
As a result, I directed the placing of $7 million in reserve for an ele- 
ment of the program for which requirements did not then appear. 

I might also mention an interesting example of the operation of 
our clothing stock fund in the Far East Air Forces. Through stock- 
fund dollar accounting, summary reports—which had not been there- 
tofore available on an item basis—made it possible for individual 
store managers and depot supply people to check inventories versus 
issues in broad categories and is solate low turnover areas. Specifically, 
at the close of fiscal year 1953 the Comptroller made a very compre- 
hensive analysis of the operation of each of the 18 stores including 
comparative cost of sales, inventory turnover rates, gains and losses, 
and seasonal demands. This report shows that we were able to re- 
duce FEAF inventories from $10,600,000 to $5,600,000, or about 
50 percent. Furthermore, the report lists as an early objective an 
idditional $2,500,000 reduction of inventories—a total reduction of 
$7,500,000, or about 75 percent. 

Again I will cite an example, and there are many, of the benefits we 

ve obtained from the monetary property accounting system which 
has been oper: iting on a test basis i in the wholesale sup yply area at our 
San Bernardino Depot since last February. Dollar report of receipts, 
hipments and inventory levels prepared at San Bernardino indicated 
that 5 of the 21 property classes handled at that de pot required atten- 
tion. While the pei riod of experience in this area is extremely short, 
I can report that from the information provided by this accounting 


sVstem was possib le to ae se of 1,168 items worth $1,200,000 in 
one subproperty class and 1,400 items worth $800,000 in another. It 
fair to — ime that we pic rm ed up about 5,000 square feet of ware- 


louse space by these two actions. 

(Juite pers from the comptroller activities at headquarters, I have 
been partict il: arly im pressed by the use being made of comptrollers 
n the field b y Vi irious commanders, where the tools of management 
may really pay off. The acceptance of the management aid the comp 
trolle rs cal eros all eche lons ot command | regard as one of t he 
most vital aspects of the deve lopme nt of the scinipenbfien concept in 


the Air Foree. For oooh at the Air Materiel Command. General 


Rawlings has instituted monthly executive control meetings attended 
by his entire staff. for which material is entirely developed by the 
Comptroller. These graphic presentations provide the commander 


pointed portrayals of the relative performance of his depots and of 
other elements of the procurement and financial aspects of his vast 
operation, 

At this point I would like to take up the question of a civilian 
comptroller against a military comptroller. I know that there are 
those who believe that the Comptroller of the Air Force should be a 
civilian with responsibility only to the Secretary of the Air Force. 
At first blush it would seem that such a position is the only tenable 
one. I have thought of this problem often in the 9 months that I 
have been here in the Air Force in the light of my experience during 
the last war in the Office of the Secretary of the Navy and in the light 
of my relatively short experience as Assistant Secretary of the Air 
Force (Management). I have lintel to both sides of the argument. 
It seems to me that the proponents for a change base their arguments 
on three factors. 
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First, they contend that the civilian is more capable than the mili- 
tary man. This I cannot accept. I admit that among the military 
as among the civilians there are certain ones not qualified to handle 
the functions of their position. On the average, however, I believe 
that the ability of the military is equal to or greater than any civilian 
we might hire at the salary scales estab lished for such civilians. It 
is also much easier to remove a military officer who is not capable in 
the comptroller field than it is to remove a civilian. If you remember 
the statistics that I quoted before, you will reeall that of the 162 officers 
assigned at he: adquarte rs, 52 percent are college graduates and 19 pet 
cent have master’s degrees or higher. Among the civilians holding 
comparab le jobs, t4 percent are « ‘ollege oraduates and 19 percent have 
master’s degrees or higher. 

I think it is often forgotten how capable our military officers really 
are. Many of them, after leaving the services, have been sought after 
for high positions both in Government and business. It is inconceiy 
able that while wearing a uniform they lack the ability to conduct their 
affairs in a businesslike manner, but when the y took their uniforms off 
they somehow became capable businessmen. Also I do not think 
that it is understood how many of our officers are reservists, civilians 
in uniform. Many ot these officers as CLV ilians were considered men 
of ability in their civilian occu pations. | ay vm believe that they 
lost that ability solely because they donned the \ir Force uniform. It 
Is 1N iteresting to note that approxim: ite ly SD pe reent of the Air Force 
oflicers on active duty in the comptrolle rsystem in the Air Force t« day 

e Reserve officers. 

The second contention put forward by the proponents for a change 
is that the civilian will give greater continuity in office. This also I 
cannot accept if we are talking about securing a civilian who has the 
abilities and capabilities needed to pel form this function. In order 
to secure the type of man n eeded it 1s necessary most likely to go to 


the business world to find him. It is impossible to attract and to 
hold this type of individual very long at $15,000 per year. If we 
should be fortunate to find such a one among the present civil-service 


personnel, ae not hold him long after he has made the reputa 


tion he would make as comptrollet of an organization the size of the 
Air Force. By this I do not mean that there are not many civil 
service emplovees capable of performing this function; I myself know 
some. However, none that | know would accept the position of As 
sistant Secretary with all its responsibilities at $15,000 a year, since 
most of them as grade 18’s are making $14,800 today. 

The military man, however. has ho choice. He gvoes where he ls 
assigned and he does the best he can. He is interested in furthering 
his career and many of the young officers at their own expense take 
special courses In fields which will help them to become better bus 
hess managers. 

Your attention is invited to the fact that of the 162 officers assigned 
to headquarters comptroller system, more than half have been assigned 
to comptrolle r functions for 5 years or more and the Air Force as a 
separate de ‘partment is only 6 years old. Of the civilians in the same 
category, only 35 percent of them have been in the comptroller fun 
tion for 5 years. 

The third contention that is made by those in favor of the civilian 
comptroller reporting directly to the Secretary contend that the eivil 
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ian may have greater independence in the review function of his office 
than a military man. This I believe to be true. However, this fact, 
standing alone, is not sufficient in my opinion to outweigh the ad- 
Vantages Ww hich result from havi Oo the comptroller as part of the mili- 
tary system. If we follow the doctrine that comptrollers should be 
civilians without concurrent responsibility to the Chief of Staff, we 
would eventually come to a situation where good management prac- 
tices could only be imposed by direction with all of its attendant 
diffier aie 


The Air Force officers having had no experience in the comptroller 
field would resist the imposition of food business practices because 
they could not understand them. We are all suspicious of that which 
we do not understand. It would be the Comptroller against the rest 
of the Air Force: the team, of course, would suffer. Since the breadth 
OT Ce mptroller responsibil ties casts him pl imarily in the role of man- 
agement adviser to the commander and the staff, comptroller person- 


nel in key positions at all levels throughout the Air Force should be 
thoroughly familiar with all aspects of the unit of which they are a 
part. On this assumption, it has been found that military comptrol- 
lers at various staff levels, with proper training in comptrollership 
functions, and varied military experience, not only can find a place 
for themselves more effectively on the respective staffs as part of the 
management team but also can do a more knowledgeab le job for their 
commanders. 

Furthermore, commanders themselves who have had earlier ex- 
perience in the comptroller organization are far better equipped for 
the business management aspects of their commands. Additionally, 
there is no more important incentive to the thousands of capable of- 
ficers who have undergone extensive business training and are occupy- 
ing positions of responsibility within the comptroller system, than 
the knowledge that they may ascend the career ladder in this field 
itself. As we progress through time and our yous officers who are 
being trained in the financial management side of the Air Force be- 
come generals and take their place as commanders of bases and depots, 

will have people in comm: and who understand and appreciate that 
their missions can be accomplished better with good financial and 
business practices. We do not have the full advantage of this system 
today because, as we all know, the Air Force has been in existence only 
nce 1947 and these officers have not as yet had time to ascend to the 
top of the career ladder; but I venture to guess that in the not too 
distant — the advantages of the Air Force system will become 
very clea 

To receive the full advantage of the alleged greater independence 
on the part of a civilian comptroller, it necessarily follows that all 
personnel of the Comptroll rs office also must be civilians. This, 
of course, raises a very serious question as to where you are going to 
get civilians in the numbers necessary capable of performing the 
functions. I think that much of our ane on the issue of civilian 
comp troller against military comptroller has been affected by the 
noteworthy success enjoyed by the Office of the Secretary of Defense 
with its — ant Secretary Comptroller. I have known Assistant 
secretary cNeil for some time and there is no question but that 
he has due an excellent job. However, Assistant Secretary McNeil 
is a rare phenomenon in the field of Government assistant secre- 
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taries. We have here a man of great ability in this field who has 
stayed in office since 1947 through 5 Secretaries of Defense and 2 
administrations. During this same period of time there have been 
three Assistant Secretaries of the Air Force (M inagvement). 

Secretary McNeil, because of this length of service coupled with 
his ability, has been capable of doing an outstanding job and building 
around himself an excellent organiZat On, U nless men of the caliber 
of Mr. McNeil willing to make the services their career can be found 
to fill the proposed assistant eanaaey con iptrolle spots in each of 
the services, little will be eained from such a change. 

I would like to demonstrate what I am try Ing to say by tellin g you 
what happened to me 2 my attempts to fill my financial deput 
spots. When I came to Washing 


flight civil-service emp Coss el 


waged in comptroller type work. I 


approached the three of them to see whether or not they Wo uld be 


rton I had my eve on three top 


willing to come to the Air Force as My cle pute at promot! ions of one 
grade over the positions they were prese ntly a ling. Each of them 
told me he would be willing to come with me provided I would assure 
him that I would hold my position for at least 4 years. When I 
informed them that I couk | not give them such guaranties, they stated 
that they would be unwilling to change their present positions. I 
cite that as the difhiculty of getting top flight people for these jobs 
at grade 17 or grade 18 salaries. 

[ said at the beginning that I accepted the fact that a civilian would 
have oreater ae pendence of review than a military man. I do not 
mean to imply by this that a military man has no inde pendence of 
review. I have found nothing embarrassing in the fact that the C = 
troller reports concurre ntly to the Chief of Staff. I have said that 
I consider the Comptroller and the Comptroller’s organization as much 

part of my staff as my two deputies in the financial field. I have 
seen the Comptroller take issue with other deputy chiefs on matters 
and have seen him prevail. I know that the Chief of Staff relies 
heavily on him for advice. 

Both myself and the Secretary of the Air Force in making decisions 
affecting other segments of the Air Force have often called on the 
Comptroller for studies to secure for us the facts on which we can 
make decisions. I use constantly the Director of the Budget, the 
Director of Management Analysis, and the Director of Statistical 
Services in my day-to-day work. I use the Auditor General, the 
Director of Accounting and the Director of Fin: ance also, but to a 
lesser degree. I have never found any of them loath to give me facts 
which would lead me to make a decision against some program that 
some other element of the Air Staff favors. From information given 
to me by them, I have been able to call the attention of other elements 
of the staff to corrective action that shoul 1 be taken. I have found 
the military people willing to do what is right and wise when they 
understood what the problem is and what is being attempted to be 
accomplished. 

While I feel that we in the Air Force have come a long way in 
implementing comptrolle r functions at headquarters, and also inte- 
grating the comptroller concepts at the various command levels, never- 
thel ess I should probab ly be one of the first to see that there is much 
left to be done in this field. I feel that one of the primary reasons 
for such success as we have had is the achievement of acceptability of 
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comptroller activities as useful management tools by the military 
people who are directly responsible for performance ; this has probably 
evolved so effectively because of concurrent responsibility to the Chief 
of Staff. 

Additionally, I feel that I have, under the law, as much direction as 
if I were myself the Comptroller and General Stone my Deputy 
Comptroller. Finally, I believe that, generally speaking, it is possible 
to obtain for the top Comptroller job a man of higher caliber and 
longer tenure in office from the top ranks of the military than from 
civilian life. Highly qualified civilians have, | believe, averaged 
rather short duty tours in Washington. 

Senator FLanpers. You have given us another answer to the ques 
tion of departmental comptrollers. The question is whether they 
should be civilians with the rank of Assistant Secretaries. You have 
indicated in a way that you fill that position as Assistant Secretary; 
and from your description your comptroller is in the position of the 
military assistant to the civilian Assistant Secretary. 

Mr. Wuitr. Also with concurrent responsibility to the Chief 
Staff. 

Senator FLanpers. Yes, and that again is another question that has 
been at issue in all of these cases. Has this concurrent responsibility 
resulted in dominant responsibility of your Comptroller to the mili- 
tary? He sits right there, I suppose | referring to Brigadier General 
Miller | 7 

Mr. Wurre. He is not my Comptroller; the Comptroller of the 
Air Force is a lieutenant general, Charles B. Stone. 

Senator Fianpers. He fits the requirements suggested by Secretary 
Lovett, that that class of service should aspire to a three-star position. 
He is there. 

Mr. Wurrr. My feeling on it is this: I have been here 8 months. I 
find it depends on who sits in the civilian Secretary spot as to whether 
you will say how much influence he has over the military comp- 
troller. I have not found on any occasion since I have been here 
that the fact that General Stone has a concurrent responsibility to 
General Twining, the Chief of Staff, has in any way impaired what 
I consider my responsibility. In fact I have found that because he 
is part of the Air Force Deputy Chiefs of Staff, sits with the Deputy 
Chiefs in the Air Council, it has been easier to secure the acceptability 
of certain practices that I would like to see performed because Stone 
is carrying the ball for me. They understand his language; and if 
he buys it, they will buy it. 

Senator Franpers. Would the establishment of a separate chain 
of command—which, I take it, does not now exist—of the comptroller 
organizations of all echelons in the military departments, giving the 
military department comptroller command authority over comp- 
trollers at the lower levels, assist in the implementation of title IV? 

Mr. Wuirer. You are talking about a separate corps now? 

Senator FLanpers. I am talking about a separate corps now. 

Mr. Wurre. | person: ally am opposed to a separate corps. Let me 
give you an example of what I am driving at. The biggest outfit that 
we have is in the Air Material Command which is the procurement 
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arm of the Air Force. The head of the Air Material Command is Gen 
eral Rawlings. General Rawlings at one time was comptroller of the 
Air Force. I can gO back to my N: avy experie nee a little bit to show 
what I am driving at. When the war started, the N: avy had a very 
bad reputation for personnel policies and manpower polic ies; and it 
was not until we put in the doctrine of moving people through person 
nel offices on up so that the people who got to be commanders had 
somehow gone through the personnel chain that we were able to vet 
the commanders to aece pt wood personne | prac tices. 

I think the same thi ne applies to the comptroller ‘unction. ‘To me 
the comptroller is a financial manager. To me people mistrust what 
they do not understand. If you set up a separate corps that is not a 
part of the team: if you fix it so that your commanders have never 
had any experience in that kind of field, and that is to get their mis 

on done: and if th e\ do not understand what the con iptroller 
talking about, they are lable to disreg: ird him. 

On the other hand, if they come up through the comptroller held 
or the financial management field, they begin to realize that these 
business practices that we are talking about do not keep them from 
performing their primary function but helps them to perform it. For 
examp le, right now we have many of our commanders who are in- 
sisting that their people take training in comptroller functions, and 
they are calling people in to their various headquarters and they are 
sending them to courses because the ‘vy believe that they can doa better 
job with the financial management. 

Senator FLanpers. Supposing then that your line officers—TI do not 
know whether you use that word in the Air Force— 

Mr. Wurre. Rated and nonrated. 

Senator FLanpers. Go through comptroller positions. Is it a 
question of education or is it a question of command rotating through 
that position ¢ 

Mr. Wuire. It is really a question of their finding out from being 
exposed to that type of work the advantages that you get from ap- 
plying these practices. As I said in my statement, what we do not 
understand we mistrust: and what we understand no longer is a 
mystery to us. 

Senator FLanpers. It would seem offhand, if you will excuse me, 
as though the situation would be ideal with a thoroughly experienced 
and competent civilian comptroller and a military assistant who was 
rotated in and out from time to time. That gives him his experience : 
it gives him his knowledge of the thing; but it is difficult for me to 
edad how you can carry on the comptroller function with a 
flow of military men going through it. There must be someone there 
who knows more than they do when they come in. 

Mr. Wuirr. It is a question of the flow. Now you are talking 
about rotation. As I cited in the beginning, the Air Force was formed 
in 1947: it is 6 years old. In our headquarters office at least 50 per 
cent of our officers have been in the comptroller function for 5 vears. 
Only 35 percent of our civilians have been there that long. So it 
seems to me that you get the tenure in the Air Force. 
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Senator FLanpers. It would seem to me, then, from what you are 
saying that you have, without so calling it, the equivalent of a Comp- 
troller Corps. 

Mr. Wuire. As I say, I like the name financial manager. We move 
people out of our comptroller setup into supply because a good supply 
officer or a good installations man does a better job. A fellow who 
has charge of building a base will do a better job if he has had some 
compt roller experience. 

Senator Fianvers. Let me put it this way then. You seem to have 
an approximation to the corps system. 

Mr. Wurre. That is right, except this, that our Comptrollers can 
become Chief of Staff of the Air Force and you could not under a 
corps system. Our Comptroller can become head of AMC and you 
could not under a corps system. 

Senator Fianpers. What is AMC? 

Mr. isi Air Materiel Command, which is our biggest procure- 
ment agency, where we spend the most money. 

Senator bees rs. It has been observed that one of the greatest 
problems in title 1V implementation has been in obtaining the serv- 
ces of qualified men to fill comptrollers’ offices. Will you please 
describe the steps that you have taken to recruit qualified personnel 
for these offices? What schools have been established by your De- 
partment to train military personnel in the skills of comptrollership ? 
The re iS & passage in your testimony which intrigued me and made 
me think that you had a corner on all the personnel required for this 
purpose. 

Mr. Wuire. You mean the 32,000? 

Senator Fr \NDERS. The 32,000. How does anybody else get any 
if you have got 32,000 # 

Mr. Wurre. That is a small percentage of the total. We have 
about 1,230,000 people—civilian and military—in the Air Force ap- 
proximately. These 32,000 are people with comptroller skills who 
we have moved from comptroller functions into supply, into instal- 
lations. In other words what we are trying to do is to teach our 
people in all areas—installations, supply, procurement, business man- 
agement—so this 32,000 are people who sometime or other have gone 
through the comptroller field. 

Senator FLanpers. It includes approximately 3,800 officers, 13,000 
airmen, and 15,000 civilians; and still a little later you indicated that 
you were unsupplied 

Mr. Wurre. With accountants. 

Senator Fianpers. That is just in the accountants ? 

Mr. Wurre. That is right. 

Senator FLanpers. You have no similar means of developing or 
training accountants? 

Mr. Wuire. It is hard to get them. We have got to get them from 
the outside and bring them in. 

Senator FiLanpers. Following up this question, have you estab- 
lished any schools or have you sent any men to schools? 
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; Mr. Wuirr. We have three schools that I know of where we are 
teaching financial management to our people. Also we send our peo- 
ple to Harvard Business School and to other business schools to train 
them. Also each of our commanders has set up training courses in 
his command in financial management; and I have some documents 
here which I would like to submit as part of the record at the end of 
the statement showing various types of courses and what is being 
done in the Air Force to try to make all Air Force officers more 
realistic in financial management. 

Senator FLANpEers. We will be glad to have them in the record. 

(The documents referred to are as follows :) 
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Senator FLanpers. Just to get to a definite question: Can you tell 
the committee what the total cost of operating Randolph Fiel \, Tex., 
for example, will be during fiscal year 1954 ¢ 

Mr. Wuirte. I would say that Scand give you an estimate. How 
good that estimate is, I would not want to guarantee. I, however, 
would say this, that the accounting systems that we are setting up now 
and which we are testing and which I mentioned in my basic document 
here will result within a year and a half to 2 years in our being able 
to tell you the cost of every one of our bases or de pots. 

Senator FiLanpers. Is not the ability to answer that question con 
nected with the ability to present a logical and carefuly prepared 
budge ¢ 

Mr. WHITE. If you are talking about a performance budget. I would 
say, hes.” 

Senator FLanpers. And that raises, of course, the question as to how 
far along you are on the use of performance budgets. 

Mr. Wuire. I would say we are not very far along. I have heard it 
argued that so far as maintenance and operation categories of our 
budget are concerned, we are doing well; but I do not think we can 
take very much credit. I think the reason is not because the Air Force 
has not wanted to clo it, but you cannot get into a real performance type 
budget until you get an accounting system Air Force wide. We have 


eles . ] } ] ‘ 
been working on that accounting system with outside help. As I say, 
we have started testing it and we will have it partly in operation next 
year and we should have it across the Air Force a couple ot years 


Senator FLANpERS. You can understand the interest of the Congress 
Ina performance budget. 

Mr. Wuire. That is right. 

Senator FLanpers. We appropriate billions of dollars and we would 
like to know in some definite form what we get for the bidlic hs. Phat 
is emphasized by the fact that we made available nearly $75 billion 
between the end of World War II and June 1950, and yet we were 
not prepared to go Korea. There was no performance budget there; 
or if there was, it indicated a very poor perfor mance, 

Mr. Wuire. I agree with you. 

Senator FLANpERs. So that is a matter of extreme interest to the 
Congress and its committees. I just want to emphasize that point. 

Mr. Wuire. As | say, the Air Force started on it before I came 
there and we are pi ishing it along just as fast as we can get it pushed. 

Senator FLanpers. Would not the full use of the machinery pro 
vided by title LV, especially the performance budgets, make informa 
tion such as I asked about Randolph Field available to you ¢ 

Mr. Wuire. Yes; that is right. 

Senator FLANnpers. It is apparent that the Air Force has completely 
disregarded in the past 4 years the provision of title [LV which author 
ized the use of working capital funds to finance commercial and indus 
trial type activities, since but one minor printing plant in San Antonio, 
Tex., has been so financed. I would like to reword that question and 
say it was practically disregarded because that printing plant is in the 
picture. 

Can it be inferred from this fact that the Air Force does not approve 
of the working capital fund concept? What steps are being taken to 
remedy this apparent deficiency ¢ 
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Mr. Wurre. Let me say this about that. It is true we have only 
1, the printing plant at San Antonio. But we are putting 6 more 
of our printing plants under it. As I stated, we are taking a look 
at bakeries, laundries, and that type of thing to put under the indus- 
trial working fund operation. I directed : ails y about a couple of 
months ago to take a look at M ATS, our Milit: ary Air Tr: ansport 
Service, to see whether or not that could not be put under an indus- 
trial working capital fund. I would say that if you had held this 
hearing 2 months from now our record might be somewhat better. 

There is this problem on industrial working funds so far as we 
see it, and it 1s both indu trial working funds and stock funds. I 
im in favor of them and the Air Force is in favor of them. But I 
think what everybody should realize is that you have to get an ac- 
counting system before you can go to a stoc k fund or an industrial 
working-capital fund. The advantage that we have seen in stock 
funds and in the industrial funds has been that they have forced us in 
the areas where we have gone in to develop an accounting system, at 
least for those areas. However, hand in glove with that has been 
going on this big program we have of developing an accounting 
system Air Force-wide. 

It is my belief that once you get the accounting system you have 
gotten all the advantages you want out of the industrial working- 
capital fund: but if it is felt it is needed to go to an industrial wor king- 
capital fund, the next step from the accounting system to an industrial 
working capit: al fund is very easy. I have _— this over a great 

leal with Price, Waterhouse and with Touche, Niven. Bailey & Smart, 
wha are two of the top accounting firms in the country. I have also 
talked this over a great deal with some of the professors at Harvard 
Business School. They have taken the position every time that the 
cart is before the horse; that what the services ought to get first is the 
accounting system and then the stock funds and the industrial funds, 
if it is necessary. 

As | whl In my discussions with them I have said to them, “If 
we wait to get the accounting system, we will be wasting money in 
these other areas, and maybe it would be better to take some of these 
areas and move on them independently of the fact that we are going 
along with the accounting system.” That is what we have done. But 
every time we establish a stock fund and an industrial fund, we have 
to establish a special accounting system for it. 

Senator FLANpers. Is it possible that performance budgets can be 
utilized to the extent contemplated by title IV unless the inventories 
of common-use items maintained by the Department and the commer- 
cial- and industrial-type activities operated by the Department are 
put under working capital funds? 

Mr. Wuire. I wouk say to get an Air Force-wide accounting system 
from base level up, then you do not need your industrial fund and you 
do not need your stoce ‘kk funds to get toa performance budget. You ean 
cet it from your accounting. 

Senator FLanpers. Your accounting system involves the — 
ous inventory of common-use items. That isa part of your accounting 
system. 

Mr. Wuitre. That is right. 

Senator FLanpers. In other words, you seem to take the position 
that title IV is a cost-accounting system, practically speaking. 
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Mr. Wurre. I do not think I do that. 

Senator FLanpers. Every time any element of title IV is men- 
tioned, we find that it is included in your cost-accounting system. 

Mr. Wurre. I do not want to leave the impression that I am not 
in favor of title IV, because I am. But what I am trying to say is 
to go to your stock fund, to go to your industrial fund, to go to your 
performance budget, you need an accounting system. 

Senator FLanpers. Since we are pressed for time today, Mr. White, 
I think that we will have to terminate your testimony at this time. I 
have a few more questions that I want to put to you, but rather than 
call you back here for another appearance, I shall submit them to you 
in writing, and you may answer them in writing. Is that satisfactory 
to you? 

Mr. Wuirer. Perfectly. 

Senator FLANpers. ‘Thank you very much, Mr. Secretary. 

(Twelve questions were duly propounded to and answered by Mr. 
White in writing. The questions, with Mr. White’s answers, are as 
follows :) 


Question 1.—Is it possible that performance budgets can be utilized to the 
extent contemplated by title IV unless the inventories of common-use items 
maintained by the Department and the commercial-and-industrial-type activities 
operated by the Department are put under working-capital funds? Please 
amplify. 

inswer.—W orking-capital funds are by no means necessary to the operation 
of a performance budget. In some instances, they may assist in the development 
of performance budgets but with proper organization structure and budget and 
accounting procedures, performance budgets can be developed without the use 
of working-capital funds. In this connection, it should be noted that Depart- 
ment of Defense regulations define the principal purpose of stock funds as “to 
provide a simplified, single means for consolidated financing and accounting for 
the acquisition and holding of stocks of those items of materials, supplies, and 
equipment, the cost of which are chargeable, when issued for use, to allotments 
or other accounts identified with more than one appropriation or fund.” Accord 
ingly at best, working-capital fund would cover only a small part of the material 
consumed in Air Force operations, leaving the vast bulk of the material related 
to funds in other fiscal and accounting areas. A completely integrated accural 
accounting system with appropriate financial controls can be designed and opet 
ated in such a manner as to reflect the use and consumption of all resources. As 
I have already indicated, the Air Force is developing such a system. On the 
contrary, a stock fund as contemplated by the law and regulations would not 
cover the immense quantity of highly technical long lead time material upon 
which the major part of the Air Force appropriations are spent and upon which 
the fiscal controls should concentrate if true economy is to result. It is also 
desirable to note that the purpose for which stock funds were conceived and 
which led to the expression “common use,” that is, “common” to several activities 
exists in the Air Force only to a very slight degree. The Air Force has no 
separate organizational entities financed by separate appropriations and the rare 
occasions upon which the same material might be used by activities supported by 
separate appropriations are limited to use by the Reserve, the National Guard 
and in research and development of material also used in regular operations 
Accordingly, if adequate monetary supply accounts are maintained, there is no 
problem in relating material to a function and the function can, in turn, be 
reflected directly in the budget. A generally similar condition exists with relation 
to the so-called industrial activities, particularly because Air Force basic policy 
is to avoid manufacturing anything which can be bought from civilian contractors 
or vendors, except Where desirable to maintain organizations as a basis for over 
seas operation and other wartime activities. This principle also is recognized in 
the overall busines accounting system toward the completion of which we are 
making real progress 

Question 2.—To what extent do field commanders participate in the prepara 
tion of budget estimates? Does the absence of stock-fund financing at the bas 
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level inhibit participation by field commanders in the preparation of preliminary 
budget estimates? Are the clear lines of management responsibility which are 
contemplated by titile IV established so as to permit participation by field com 
manders in the preparation of budget estimates? 

inswer.—Under existing Air Force procedures, budget estimates are actually 
prepared initially by field commanders. They are prepared in accordance with 
instructions and guidance contained in the “Annual Call for Budget Estimates,” 
and program data published by headquarters, USAF. These estimates are 
critically examined and adjusted, as required, by succeeding echelons of com- 
mand and are finally consolidated and submitted to the Department of the Air 
Force by the major commanders as firm estimates of their requirements. They 
are then after review and appraisal at this headquarters reflected in the Air 
Force’s requests for appropriations. There is no indication that the lack of 
stock fund operation at base level has any effect upon participation by field 
commanders in the development of their budget estimates. 

Question 3.—What reasons would you assign for the failure in the past 4 years 
of the Department of the Air Force to finance and control inventories of common 
use items by the stock-fund device? Would not the wide use of stock-fund 
financing for inventories which is authorized by title IV result in a far greater 
cost consciousness throughout the service? 

dnsire? The Air Force believes it has employed the stock-fund device where 

t is appropriate and where there was any evidence that its use would logicall) 
provide improved financial control. As remarked in the answer to question 1, 
the expression “common use” is not generally applicable to the Air Force be 
cause it implies that use of the material is common to activities supported by 
several appropriations. Since all activities of the Air Force are supported by) 
Air Force appropriations, as distinguished from appropriations to separate or 
ganizational entities, stock funds are not needed in the Air Force for this pur 
pose. For the monetary allowance system for clothing, established in 1950, the 
Air Force immediately adopted the stock fund as the simplest and most effi 
cient device for financing inventories. In the case of aviation fuels and lubri 
cants, particularly because of the number of transactions with organizations 
outside the Air Force, with corresponding reimbursement of appropriations, the 
\ir Force recently established a stock fund to finance the inventories. It is not 
elieved that a widespread use of stock-fund financing of inventories by the 
Air Force would necessarily “result in far greater cost consciousness.” Stock 
funds, at best, could cover only a small part of the material consumed in Air 
Force operation unless the basic concepts established thus far were funda- 
mentally changed, since stock funds would not include the expensive technical 
material upon which the bulk of our appropriations are spent. For this reason, 
the Air Force has consistently attempted to develop reliable dollar information 
on the consumption and use of material. This is accomplished through our 
cost-reporting procedures initiated in 1947, through our present “appropriation 
and expense” accounting systems and, in particular, through the introduction 
which I have already mentioned of a complete and comprehensive system of 
monetary inventory reports and controls, major elements of which are now 
being established in our entire depot system in the continental United States. 

(uestion 4.—Under the present existing system military requirements are 
supplied by officers senior in rank and position to the military budget officers. 
Does this seniority in rank and position seriously impair the review and analysis 
made by the budget officers? Would it not be more desirable for military require 
ments to be reviewed by personnel responsible directly to the civilian Secretary? 
Please amplify. 





inswer.—In the Air Force military requirements are not necessarily supplied 
by officers senior in rank and position to the military budget officers. Basic 
programs and related general requirement policy are established under the 
supervision of the Secretary by the top command of the Air Force, of which the 
Comptroller as a Deputy Chief of Staff, is a major element. Similar actions in 
which the Comptrollers participate as principal members of staffs of subordinate 
commanders, together with the normal procedure of the Air Force for the review 
of budget estimates of all echelons, provide assurance that the Comptroller and, 
therefore, the budget officer who is a part of his organization, are in a position 
directly to influence the determination of requirements. In the Air Force it is 
customary for the commander to appoint a budget advisory committee (composed 
of key staff officers) to review all estimates and submit recommendations thereon 
to next higher echelons. That committee points up the questions which must 
e decided by the commander who in the end is responsible for management of 
the operation. At the USAF Headquarters, the commitee is chairmanned by 
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the Director of Budget and I, as Assistant Secretary in charge of this 
activity or one or more of the Secretary’s civilian assistants, sit with the com 
mittee in the detailed review of the estimates. At these committee hearings, it 
is customary for free expressions of opinion to be given by the budget examiners 
and the committee itself constantly raises questions regarding proposals in the 
light of (1) conformance to announced program objectives; (2) requirements 
(3) basis of computation; (4) production capability; (5) necessity to finance 
during the fiscal year covered by estimates and other financial implications; and 
(6) good management practices. The recommendations of this committee at 
headquarters level are presented by the Director of Budget to the Air Council 
to the Chief of Staff, and finally to the Secretary so that both the Office of the 
Secretary and the military Comptroller are continuously in a position to express 
our full views. In no sense is the critical review of requirements inhibited by 
military rank. 

Because requirements are finally reviewed as indicated above by a group in 
which the most active members are the Comptroller and his organization, the) 
are, in effect, reviewed by personnel responsible directiy to the civilian Secretary 
Che Comptroller himself is responsible to the civilian Secretary by law and 
organizational pattern, As Assistant Secretary of the Air Force (Manage 
ment), I have been delegated the responsibility by the Secretary for directing 
und supervising the Comptroller and all functions assigned to him. Accordingly, 
as I have already stated, I consider the Comptroller and his staff as being part 
of my personal oflice and we are working together on that basis. 

Question 5.—Why have not military personnel costs been identified with the 
function to which the cost relates in the preparation of performance budgets? 

insiwer Military personnel costs have not been included in the budgets for 
operating functions but are shown separately for several reasons: 

(a) Because the Air Force appropriation structure approved by the Congress 
provides that all military personnel costs will be grouped under one appropria 
tion heading 

b) ‘The Congress has consistently indicated its desire to control the troop 
strength in the Military Establishment by specific appropriations. 

(c) Central regulation and administration is indicated as the most econoniical 
procedure because of the substantial body of law and regulation presently 
ve l ig the pay and employment of military personnel 

However, for management purposes, the Air Force in its accounting for ¢ 
penses has distributed military personnel costs to functions and in its budge 
structure has attempted to develop a clear correlation with the program Li 
has also provided not only that all costs of military personnel are readily ide 
tifiable and associated together but that administrative procedures for the con 
trol of military personnel activities and costs are directly related to budget 
processes. The new accounting system now being developed, which is based 
upon the consumption of resources, will completely correlate military pay to 
functions. 

Question 6—Are the cost systems of those activities which are presently 
operating under funds of the industrial working capital type relined so as to 
permit comparisons of actual costs with standards and budgets so that effective 


cost reduction can be accomplished’ (It is our understanding that they are not.) 
Answer.—The Air Force has only one activity operating under an industrial 
fund, namely, the Air Force printing plant at San Antonio, Tex. This industrial 


fund was established to obtain direct knowledge of the applicability of this type 
of financing to Air Force requirelments. In that organization, the accounting 
system is organized to provide process costs in appropriate cost centers. The 
financial plan and the pricing guide each provide a basis for continuously com 
paring actual costs against expected costs or standards. The financial plan 
of the organization, the pricing guide and operating statements are reviewed 
to determine that the plant is operating as economically as feasible in the light 
of its production schedule. This system has now been adequately tested and 
is being expanded to other Air Force printing plants. In addition to the cost 
accounting processes in this industrial fund activity, the Air Force depot system 
has detailed costing procedures which are used both for management control 
und as a basis for budgeting. The new Air Force accounting system now being 
developed includes cost-accounting procedures similar to those used by industry. 

Question 7—Why has there not been a greater utilization of the stock-fund 
principal in financing of Common-use items in inventories? To what echelons 
should the stock-fund system be extended? It is our understanding that there 
has not been a sufficient delineation and clarification in line of authority in this 
supply system. What reasons do you assign for this deficiency * 
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Answer.—The Air Force’s program for the handling of civilian type, ordinary, 
everyday items of material has placed its emphasis upon the removal of such 
items from the military supply system and reliance upon normal commercial 
channels for supply to the maximum possible extent. In large measure, this local 
purchase program not only furnishes the same opportunities for local control and 
application of funds that would be provided by a stock fund but also takes the 
Government out of the stora and distribution business, relying upon private 
enterprise to supply local needs. To the extent that some 200,000 items of 
materials to be authorized for local purchase are handled in military supply 
stocks we intend to include them in the stock fund as I have previously stated. 
Stock funds would provide little control beyond the dollar accounting processes 
upon which the Air Force has been working for some time both in the field of 
reporting expenses and in the field of monetary inventory records. Where stock 
funds have been used by the Air Force, it has been onr policy in the past to 
extend them to the point at which the issue of the material for consumption 
or use takes effect. In the case of clothing and gasoline, this is the base. In 
the case of medical supplies, it is the base when the consuming medical activity 
and the supply organization are separate. Generally, at our small hospitals 
only current supplies are on hand and they are drawn from the depot system 
as needed. 

We find no indication of any failure in the delineation or clarification of author 
ity in the stock fund supply system. The command elements charged with the 
general management of the stock fund have had no difficulty in their dealings 
with and technical supervision of other commands carrying out details of the 
function. This command relationship is well established in the Air Force in 
that the commander of the Air Materiel Command has traditionally been autho 
ized to speak in the name of the Chief of Staff to the commands in such technical 
matters 





Question 8.—Innumerable deficiencies have been found to exist in the accounting 
procedures required to support the title IV machinery. What reasons can you 
assign for this deficiency? In your opinion are there any deficiencies in title 1V 
which have caused this situation? 

inswer.—The question does not indicate the specific deficiencies to which it 
refers. It is true that to support properly sound financial management and 
budgeting, a completely different type of accounting procedure must be estab 
lished from that which was customary in the War Department and handed down 
to the newly established Department of the Air Force. In recognition of that 
fact, the Air Force long before the enactment of title IV, began a definite 
program of improvement of accounting and budgeting procedures. First the 
Air Force was established as a straight-line organization free from segmented 
internal divisions such as bureaus or technical services. Next, a functional type 
budget structure was developed and accepted by the Congress. Meanwhile to 
provide improved internal control pending the ultimate establishment of 
commercial-type accounting, a cost-reporting system was installed, worldwide, 
in 1948. This made available to management elements at all echelons total costs 
of activities based upon material, labor, and services consumed, divided according 
to functional and organizational areas of responsibility. This cost-reporting 
system, while not perfect, has gradually been improved and tied continuously 
closer to the regular fiscal accounts reflecting appropriations and their use. The 
successor appropriation and expense accounting system is today an important 
tool of management in the Air Force. Our proposed commercial-type accrual 
accounting system directly related to and supporting our requests for and use of 
appropriations will ultimately provide the type of control needed to insure the 
maximum efficiency in the utilization of our funds. Inability to find the necessary 
commercial-type accounting talent in sufficient quantities within the career civil 
service has been a major hindrance to rapid improvement. This is still a major 
obstacle to progress. 

Question 9.—Why has the Air Force instituted no system of financial account- 
ing for supplies not presently included in the stock funds? Does not this defi- 
ciency when considered in connection with the meager adaptation of the stock 
fund device for financing of inventories of common-use supplies seriously impair 
the effectiveness of the Air Force fiscal system ? 

Answer.—As I have already described to the committee, the Air Force has 
instituted a system for financial accounting of supplies outside the limited stock 
fund area. Complete financial accounting for all supplies at depot level is now 
being established and will be installed by December 31, 1953, at all depots in the 
continental United States, and we expect installation of monetary property 
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accounting at base level next April. This will bring under tinancial control 
greater quantities of assets than could possibly have been accomplished by the 
use of stock funds limited to common-use items. 

Question 10.—Do you believe that the installation of an independent audit 
system under civilian supervision responsible directly to the Secretary would 
make for efficiency and economy in the operation of your department? 

Answer.—The location of the internal audit organization in the Air Force is 
currently under study and consideration by representatives of two international 
public-accounting firms employed by me om a consulting basis. 

Question 11.—Do you approve the principle of title IV? Are there any reserva- 
tions which you have about the legislation or about the procedures which it 
requires to be installed? 

inswer.—We have no hesitancy about endorsing the principles set forth in 
title IV. We note, however, with some concern, that these questions have been 
directed only at a relatively small element of title 1V, namely, the working capital 
funds provision. The basic concept of title IV, the establishment of the comp- 
troller organization and centralizing under it of accounting, budget, finance, 
audit, statistical and progress reporting, which provide basic financial] guidance 
for management were accepted by the Air Force and put into operation prior to 
its becoming a separate department. The Air Force had working comptroller 
organizations not only at departmental level but in the field before the enact- 
ment of title IV and, in fact, before the investigative work, upon which that 
title was based, had begun. 

Neither do we have any reservation regarding the use of working capital 
funds where appropriate. As we see it, the basic financial problem which they 
were designed to solve are corrected by the organizational and budget structure 
of the Air Force which was conceived for the specific purpose of avoiding seg- 
mented authority and financial responsibility. Where working-capital funds 
can simplify financial transactions or improve financial management we believe 
they should be adopted. Where their effect would be only to foeus attention 
upon relatively small property areas from a point of view of value, we believe 
that other accounting devices should receive consideration. In summary, the 
Air Force considers that title 1V basically confirmed what the Air Force had 
already begun in the area of financial management and give it the opportunity 
to use, where desirable, certain fiscal devices such as working capital and man- 
agement funds. 

Question 12.—In your opinion, to what extent, percentagewise, has title IV 
been implemented to date in the Department of the Air Force? 

Answer.—Although we are unable to make percentage estimates of anything 
which is as difficult to sumarize as title 1V, we feel that there is no element 
which we have not implemented. However, within each element there is a 
question of degree of implementation which can be determined only by looking 
at each subject. We feel that we are rapidly progressing to maximum imple- 
mentation. We are proud of our pioneer record in military comptrollership. 
The complete acceptance of the comptroller by the Air Force at all echelons, and 
the reliance by all commanders upon their comptrollers for assistance in effi- 
cient management, both demonstrate clearly the truly great progress which has 
been made. 


Senator FLanpers. Won’t you be seated, Mr. Secretary? We have 
a biographical sketch of you which I presume is taken from Who’s 
Who and you have already seen it in that case. We will insert it 
into the record. 

(The document referred to is as follows :) 


CHARLES E. WILSON, SECRETARY OF DEFENSE 


Born, July 18, 1890, Minerva, Ohio; graduated from Carnegie Institute of 
Technology, E. E., 1909; electrical engineer with Westinghouse Electric & 
Manufacturing Co., 1909-10; chief engineer and factory manager, Delco-Remy 
Co., 1919-26, president, 1926-29; vice president, General Motors Corp., 1929-39, 
director, 1934-53, executive vice president, 1989-40, president, 1941-53, chief 
executive officer, June 1946-53; awarded Sc. D., Columbia University, 1949; 
appointed Secretary of Defense, January 28, 1958. 


Senator Fianpers. The Nation is indeed fortunate in having as 
the chief official of its Defense Establishment a man with an immense 
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background in managerial and administrative matters, Charles E. 
Wilson. Nationally known as an authority on management practices 
and procedures, he perhaps as much as any man in the country is 
qualified to evaluate the title IV program and its operation in the 
Department of Defense. 

Although Mr. Wilson and his departmental Secretaries have had 
an opportunity to observe title IV but for a few short months of its 
t-vear life, I am sure that he has formulated some opinions on the 
act and its operation, which will assist us in the task with which we 
are faced. 

Mr. Wilson, do you have a prepared statement ? 


TESTIMONY OF HON. CHARLES E. WILSON, SECRETARY OF DE- 
FENSE, ACCOMPANIED BY W. J. McNEIL, ASSISTANT SECRETARY 
OF DEFENSE (COMPTROLLER), AND CHARLES P. COOPER, CHAIR- 
MAN OF THE DEPARTMENT OF DEFENSE ADVISORY COMMITTEE 
ON FISCAL ORGANIZATION AND PROCEDURES 


Secretary Witson. No, Senator, I do not. 

Senator FLanpers. Do you wish to make a statement before I pro- 
ceed with my questions, or do you think the questions give sufficient 
lead ? 

Secretary Witson. I think it would be just as well if we went ahead 
with your questions. 

Senator Fianpers. All right, we will do it in that way. I may 
say that we have been very much pleased and encouraged that you 
have set up under Mr. Cooper this committee to examine the business 
pene ices in the Department. Mr. Cooper’s committee will go beyond 
yusiness practices; will it not? 

Secretary Witson. That is right, sir. 

Senator FLanvers. It covers a little bit more than the title IV legis- 
lation, or is it practically pro terminus with the title IV legislation? 

Secretary Witson. You scare me a little with that word. The 
Cooper committee are looking into all questions of fiscal management 
broadly, the kind of information, classification of accounts and ac- 
counting procedures, and compilation of facts in the financial area that 
will help the management, the commanders and executives, both mili- 
tary and civilian, to carry out their duties and know what is going 
on. I feel that we have a very fine committee working at it, a group 
of men who have great experience in business and industry. I felt 
particularly pleased and appreciative that of 10 men that I asked to 
serve on the committee, not one turned me down. They are the most 
experienced top people in the country. 

Senator FLanpers. That was good. 

Secretary Wiison. T might add that Secretary McNeil and Secre- 
tary Thomas, of Logistics and Supply, in the Department itself are 
active members of the committee. But the committee is essentially 
a group of people with broad experience outside of the Defense De- 
partment. But these two men are on the committee to see that we 
get implemented recommendations and all of the special problems of 
the military are understood. 

The working staff is also supplied by the three services: the Army, 
Navy, and the Air Force. So this is just a high-level effort of compe- 
tent people to do a fine job for the country. 
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Senator FLranpers. Now, Mr. Secretary, I might just briefly state 
one of the main interests of the Armed Services Committee in this 
investigation. “Investigation” of course can be a rather terrifying 
term, but there is no endeavor on our part to make it into an ordeal 
of any sort. But we have the experience of nearly $75 billion we ap 
propriated to the Department of Defense before your arrival between 
the end of World War II and June 1950, and yet we went into Kore: 
unprepared. Then we have had the experience in the course of ilies 
of satisfying ourselves through Senator Margaret Smith’s committee 
that there were ammunition shortages even then. 

So it is very strongly in our minds that the Congress needs to know 
what the Defense Department is providing for the funds made avail 
able to it. We have had this experience when there seemed to be al 
most nothing immediately useful that had been provided for those 
funds. Weare happy to assume that things are different now, but with 
8 or 9 months, we thought we would want to take a look at the situa 
tion and see whether we were going to find out—as one of the elements 
of our investigation—if we were going to be able to know from this 
point on or somewhere soon what we were getting for our money. 

That is the performance budget type of inquiry to which we will 
refer in these questions. 

There are other things as well which will come out in these ques- 
tions. Will you define in terms of duties and responsibilities the con- 
cept of « ‘omptrolle rship which exists in the business world ¢ 

Secretary Witson. The concept of a comptroller in the bu: = 
world is a man who is competent and experienced in financial matt 
who compiles the financial data and analyzes the figures and rete at 
them in a form that will assist management to the greatest degree in 
carrying out its responsibilities in connection with the business. 

Senator Fianpers. ‘To what extent does that involve the audit fune 
tion? Is that quite separate? That is internal audit, not the external 
audit. 

Secretary Wiison. I think usually the auditor in a company is 
responsible to the top financial officer, financial vice president, or 
sometimes the comptroller. Businesses all have in our modern days an 
annual audit by outside auditors, so-called outside auditors. Usually 
the board of directors pick out the outside auditor so that it is a com 
pletely independent audit of how the management is carrying out its 
Po were ets and whether the figures that are presented to the di- 
rectors and the stockholders are accurate in line with modern account 
ing procedures. 

Senator Fianpers. However, the comptroller does have some res 
onsibility for seeing to it that the figures with which he deals have 
Beet properly prepared and compiled ? 

Secretary WiLson. é hat is one of his responsibilities. 

Senator Franvers. Calling on your personal experience, will you 
describe the duties and responsibilities of the comptroller of General 
Motors Corp., especially in relation to the comptroller organizations 
of the subsidiary companies such as Oldsmobile or Frigida aire? You 
have a comptroller for the company as a whole, doubtless. 

Secretary Witson. Yes; General Motors comptroller, and the comp- 
trollers, the men who have the equivalent responsibilities for the divi- 
sions like Oldsmobile that you mentioned, those men are technically 
assistant comptrollers of the corporation. They report both to the 
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manager of the Oldsmobile division and to the comptroller of the 
central organization. 

In such duties or positions it is possible for a comptroller or a man 
having financial responsibility to report to more than one person be- 
cause he deals with facts and figures and their analyses and his only 
responsibility is to have them correct. If they are correct, no one 
should criticize him for it even if he does report to two people. 

It is when you report to two people and you tell them different 
things that vou vet into troub le, 


Senator FLanpers. He reports to two people, but does the line of 
authority ce me to him from these two directions or does it come solely 
from the parent company ? 


Secretary Witson. You were asking me about General Motors and 
I am pleased to tell you about it. I do not mind talking about my old 
ompanhy Tor a change. 

Senator FLanpers. With which you have no further connection. 

Secretary Witson. As you well know. The assistant comptrollers 
n General Motors were always picked and appointed with the con- 


sent and agreement of hoth the lnbahager of the loeal division and of 
the comptroller of General Motors or the vice president of General 
Motors in the financial end of the business. 

The practice was that as far as his organization locally, we will say 
at Lansing in the ease of Oldsmobile, he and his organization were un- 


der the ordinary personnel regulations and the procedures of the 
Oldsmobile division. But it was well understood that he kept no 
secrets from the comptroller of General Motors or the central organi- 
zation and he was never criticized for factually telling the central 
organization the facts on the financial situation in the Oldsmobile 
Division. 

That put everything on the table which was a very healthy thing. 

Senator FLanpers. The fact that he is reporting to the two officials 
did not bring about any difficulty at all in that respect 4 

Secretary Witson. Not in my sae 3 nee in my time. I might add 
that I understand in the beginning of it that there was a little ques- 
tion about it until ever yvbody sot used to it. 

Senator Fianprers. Do you believe that the inclusion among the 
responsibilities of the Assistant Secretary of Defense (C omptroller) 
of those usually associated with a budget director and an auditor in 
addition to those usually identified with management functions—that 
is, the progress of the undertakings and statistical reporting—is a de- 
sirable extension of responsibility, or on the other hand, do you feel 
that separate offices should be established for the performance of 
these separate functions? 

Secretary Witson. I would think that the Assistant Secretary of 
Defense (( ‘omptroller ) could cover the duties or have report to him 
anyone who had more of the audit functions in the organization 
rather than the narrower comptroller’s responsibilities. He could 
have a man who was ¢ hecking up on the procedures and their methods 
and the items of equipment they used, and so forth. 

I think that the overall audit as business carries it out, with an out- 
side firm, is a little different kind of a thing. As I understand, our 
General Accounting Office more or less performs that function. 

Senator FLANpERs. Yes; you have the outside audit, which even the 
directors of this great undertaking have nothing to do with. It is 
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the stockholders, or the Congress, which sets up the GAO. Maybe 
we are the directors, I do not know. 

Secretary Witson. I have no quarrel with that concept. 

Senator Franpers. Do you consider experience in accountancy to 
be a necessary qualification fora comptroller ¢ What do you consider 
the necessary qualifications to be? 

Secretary WiLson. It is like in anything else, it helps to know some 
thing about the business you are trying to carry on. I do not think it 
matters whether the man is a C. P. A. or not, if he understands the 
business, and is a man of good judgment who has had a lot of 
experience and understands what figures mean 


You can be a eood engimeer without havi g doctor’s d rree of 
engineering. As a matter of fact sometimes it handicaps you a little 

Senator Franpers. I am a eraduate of the International Corre 
spondence School in mechanical engineering 

Secretary Wiison. It does not seem to have hurt you any 

Senator FLANDERS. If you are not saying that experie! ell ccount 
ancy is an essential, what vou are saying is that the man must have 


a sense of what accountancy is and means, and how it works. You 
are saying that, are you not ? 

Secretary Witson. That is right, sir. I also add it is an awfully 
big business for a man to learn in such a position with the Defense 
Department. I would rather someone learned the elements of the 
accounting and got reasonably expert in it before he took one 
as big as the Assistant Secretary Comptroller of the Defense Depart 
ment, or comptroller for one of the Services. 

Senator Fuanpers. That is postgraduate. 

Secretary Witson. It is more than that. You are a practicing 
physician besides. 

Senator FLAnNpeERs. The suggestion has been made that because of 
the tremendous responsibilities which the Assistant Secretary in his 
office of comptroller has in discharging his budget responsibilities, 
he has little time left to attend to the implementation of title IV 

Would you please evaluate this suggestion from your experience / 
In plain English, what do you think of it? 

Secretary Witson. Secretary McNeil has been down here quite a 
while and has great experience in these matters. I find that his desire 
and effort to implement title IV has meant that considerable progress 
has been made in doing that. I do not think that the fact that he 
has had the double duties has interfered with the progress that has 
been made as much as just the resistance to progress on the part of sé 
many people. 

I am not critical of that. That is human nature, but he needs a 
little more help from many sources. The interests of this committee 
in the matter will be quite helpful to all of us. 

The Cooper committee, I expect to be helpful. Asa matter of fact, 
when I talked to See retary MeNeil about the Cooper committee and 
how he thought it might function and what he thought it might do 
for us and when he vot these fine people to serve on it, he said “Fon 
the first time I see now where we might get the thine done before J 
get too old.” 

Senator Frianpers. I wish vou, the Coope committee, and Secre 
tary McNeil all success in that matter. It has been suggested by Mr. 
Eberstadt that the departmental comptroller should be civ ilians with 
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the rank of assistant departmental secretaries. Would you please 
give the committee your evaluation of this suggestion? In other 
words, what do you think of it? 

Secretary Wirson. I agree with Ferdinand Eberstadt, I think it is 
the right approach and solution for it. 

Senator FLanpers. We have had quite varying opinions on that 
subject from the three services. Each of them on the face of it makes 
a pretty good case, but in principle you feel that that is the right 
thing. 

Secretary Witson. I do. I really think that the three Departments 
now are so large—I am talking about the Army, Navy, and Air Force— 
each of them with more than a million men, civilian and military, 
and each of them spending more than $10 billion a year, deserves the 
attention of an Assistant Secretary on the money side. 

The De ‘partments now have two Assistant Secretaries. That means 
that some extra load must be put on either the Under Secretary or 
one of the others while I think the thing is big enough to have an 
Assistant Secretary that deals with the money, one that deals with 
the m: — al, and one that deals with the people. 

Phat is the first cut that you make in a big business when you try 
to aan a bit and get experts in the different phases of the 
business. 

Senator FLanpers. Material, people, and accounts. 

Secretary Witson, That is right. 

Senator FLanpers. Since the adoption of title LV, comptrollership 
duties in the Department of the Navy have been assigned to the 
Assistant secretary for Air and more recently, to the Under Secretary. 
In your opinion can the great responsibilities demanded of the Comp- 
troller be discharged on a part-time basis ? 

secretary Witson. I think they need another good man. 

Senator FLanpers. Has the assignment of military personnel as 
department comptrollers in the Department of the Army and Air 
Force concurrently responsible to the Chief of Staff as well as to the 
Assistant Secretary responsible for financial management in the 
respective departments resulted in dominant responsibility of the 
comptrollers to the military ? 

Secretary Witson. I think I would have to say that I can hardly 
tell. I have not been here long enough. It could of course be done 

ither way. I said a while ago that in this financial area a man can 
report to two different channels more readily than in most any other 
division of the business but I believe it best that he report to the 
military department secretary. 

As long as he sticks to the facts, he can at the same time tell the 
Chief of Naval Operations, the Chief of Staff of the Army and the 
Air Force the identical same set of figures and their analysis and 
he certainly is not getting in any trouble. When you are dealing with 
factual figures about things, you can do that easier than you can if 
you are making recommendations about something else where you 
h: ive to de pend on a bunch rs words to carry out your me aning. 

If you are not very careful, you might tell your two bosses some- 
thing a little different seal the ‘n you are in trou ble. 

Senator Fianpers. Would you not say that ordinarily the As- 
sistant Secretary would be primarily responsible for the form and 
nature and sources of the reports, what it was all about, than would 
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be the military counterpart‘ You get to pick out the facts that are 
reported on, the order and the form in which they are given. I have 
jus t raised the question whether that might not better come from the 
Secretary than from the military ¢ 

Secretary Witson. Of course the civilian Secretaries and their mili 
tary chiefs necessarily are very close together, too. If they have any 
difference of opinion, it ought not to be over the facts. It ought to 
be over what to do in the light of the facts. 

So this financial business ought to mean the same to both of them. 
Both ought to have the same set of facts. 

It could be done either way as long as it is done well and every 
body understands how it is to be done. I happen to think that the 
Comptroller of the Army, Navy, and the Air Force ought to be a 
civilian reporting to the military department Secretary, and he can 
put the facts on the table for all the top people 1 in his service. 

Senator FLanpers. Can the comptroller function be separated from 
the more general problem of military management / 

‘retary Witson. I do not consider there is any conflict between 
them at all because I consider the comptroller as the tool of man- 
agement in a sense. His activities are to help management, not to 
crimp the management or to control the management, but to help 
the management. That goes whether it is military management or 
civilian management. 

Senator FLanpers. Fortunately, Mr. Secretary, you have had no 
experic nce in a large-scale shooting war. Do you feel that the prob 
lem of economy 1n peacetime is essentli ally di fle ‘rent from the problem 
of making the most of limited resources in wartime / 

Secretary Witson. I would not think there would be any essential 


difference. In both cases you want to have enough figures and facts 
LO a that the money 18 being properly spent for the right thing 
ane vell spent and not wasted, and I see no reason why you should 


aste money in pe acetime as against wartime, or vice versa. 

a ought to be careful with that vice versa, I think. 

Senator FLanpers. Do you feel that financial management is an 
inseparable part of the command function / 

Secretary Winson. Financial management is an essential part of 
all big activities in our modern times. Whether it is an outfit for 
profit or any kind of a society or military affair or anything else, 
financial management is always one of the important elements. 

Senator FLANDERS. My question relates to the particular use of the 
command function that would be expressed by the line of command. 

Secretary Witson. You see the commander cannot command some 
figures and have them any different than they actually are. There- 
fore there is no conflict. The commander had better understand he 
wants to get the very best facts, their analysis and interpretation, that 
he can from his ¢ -omptrolle r, and the other kind of command that he 
has to exercise, he can do in the light of those facts. 

But he cannot change those figures. I used to say you cannot kid a 
machine and you cannot do it with the figures either, not very long. 

Senator FLanpers. You know the old adage which I will not repeat. 
Is it desirable for all top commanders to have had experience as a 
comptroller sometime in their careers ? 

Secretary Witson. I would not think so. None of us can be experts 
at everything. A man can be a competent commander without ever 
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having been a comptroller. It is hard or difficult for him, however, 
just as it is in the business world, to be a competent manager or presi- 
dent of a corporation, unless he understands figures reasonably well, 
can read a balance sheet and knows when a job is being done and when 
it isnot. The same thing applies to the selling end of the business or 
the engineering. 

I am sure that the first requirement of a commander is that he must 
be a leader of men and if he is in the military field he must under- 
stand strategy and military affairs. Then the more things he is good 
at, the better commander he is. 

Senator FLanprers. It is desirable for him to have had the same 
understanding of the significance of figures that the head of a company 
who has come up through engineering, for instance, as you did, should 
have. That is, he has got to somewhere along the line know what 
figures are worth and what they mean, but the process of gathering 
them, as I understand you to say, is not a necessary part of his knowl- 
edge or experience. 

Secretary Witson. That is the way I feel about it. It is just like 
in a mechanical business, the manager does not ne essarily need to have 
been a toolmaker when he was a young man or sometime in his experi 
ence, but he does have to know vood tools. He has to know who ean 
make good tools and how you determine and lay out a plan for making 
tools. 

So the same thing applies. 

Senator FLanpers. Can the budget process for which the comp 
troller is responsib le be clearly separated from the programing fun¢ 
tion which is the responsibility ot oper itions ¢ I might be able to 
explain what I mean a little more clearly. 

The question is as to whether you can accurately budget unless you 
have a programing function for which you can set up figures for this 
operation or set up figures for that part of the program or for the 
other. I get the impression from some of the previous testimony that 
the budget is not arrived at necessarily by the addition of the costs of 
the various programs in mind, but is arrived at from some overall 
process rather than by the summation of these details. 

Have I complicated this question, or have I elucidated it ? 

Secretary Wixson. I might try io sommplicate it a little more. You 
cannot work upa budget 3 Inavacuum. In othe ‘r words, from the money 
end alone you have to have some way of measuring or understanding 
what you are talking about, what you get for the money. So you 
must have programs to cost, or you must have some guide lines on 
personnel and equipment. 

So most effective budgets are usi ally properly prepared from the 
ground up, from the detail on up to an answer. Sometimes, just 
like I suppose is the case with individuals, you finally have to have a 
budget worked out on the basis such as nag a man is only making 
$300 a month and he tells his wife and the family “We have got to 
live within our income.” 

That is one tae ot a budget, but the other one Is you lay out a 


plan and a program of what you want to accomplish, and then you 
work up the budget required. Like you are going to build a house or 


a dock or anything and you estimate from drawings or plans or 
programs first what you want to do, and then you get somebody to 
cost it for you. 
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Chen that becomes the budget or the estimate of what you are 
going to spend for it 

Senator FLanpers. I think that is an answer to the question. Let 
us go on to the next one. To what extent should the Comptrollers 
of the Army, Navy, and Air Force, and the Comptroller of the De- 
partment of Defense be expected, in the interests of economy and 
efficiency, to control the use of funds and investigate the validity of 
stated requirements underlying budget requests ? 

Secretary Wixson. I think I understand the question. It is a good 
one. Actually a comptroller of the Defense Department, the Army, 
Navy, and Air, or of a business, cannot function in such a way that 
he is trving to run the business. He does have to know what the figures 
mean, where they come meee what the items are that are involved 
in the analysis so he can carry out his job understandingly. 

But he should not FO SO far that he is trying to run the activity 
by controlling it or pinching the money down to have his own way, 
using the money figures to make him, in effect, the commander or 
manager. 

So it is a nice function, but all the people that work at it finally 
know what that final dividing line is. The comp ‘troller is ¢ arrying 
out his duties and responsibilities by developing and analyzing the 
facts, but not finally trying to decide what should be done in the 
hight of those facts. 

Senator FLANpers. Would the establishment of a separate coexist- 
ing chain of command for the comptroller organizations at all 


echelons in the military departments, giving departmental comp- 
trollers command authorit ty over comptrollers at lower levels, assist 
n the implementation of title LV? I think you have given us your 


{ 


point of view on that, but I want to ask the question specifically so 
as to get the answer in the record at this point. Should there be a 
chain of command from the comptrollership all the way from top 
to bottom / 

secretary Wirson. I have tried to make it clear you can’t change 
the figu res on the basis of who is in command. The figures are going 
to be factual if you do the job right. The Comptroller of the Army 

r the Navy or the Air Force ought to work with the C omptroller of 
the Defense Department like twin brothers. It is a part of the busi- 
ness that there should be little argument in this area because there is 
no use to argue about the facts. You had better go find out what 
the facts are. 

Senator FLanpers. Then your answer is that you are not enthusi- 
astic for a comptroller chain of command ? 

Secretary Witson. Not separate - 

Senator FLANprERS. Yes. 

Secretary Witson. No; I think that would be confusing, because 
that would be an added temptation for the Comptroller to try to run 
the Army through his separate chain of command in the financial end 
of it. That is not the purpose of it. 

I just mentioned the Army, but it would be true of the Navy or 
the Air Force or any business. 

Senator FLANDERS. My next question relates to what you have Just 
said: It has been observed that there is a great resistance to the im- 
plementation of title IV on the pert of military commanders due to 
their fear that the provisions of the title wou ld be used to interfere 
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with and usurp command functions. Have you met such resistance / 
If so, what measures have you taken to overcome the resistance / 

Secretary Wiis >v. I have always been willing to try to do a con- 
siderable amount of selling of something on the basis of its merit and 
the facts. It is possible that some people are bothered for fear a cer- 
tain procedure might be abused. But I have no such fear. 

[ would think the military people would all feel, as they got fa- 
miliar with the facts, that all the civilians are trying to do in the De- 
fense Department, including the Army, Navy, and the Air Force, and 
what they would be trying to do in this financial side of the business 
is just help get the job done efficiently and well, with credit to every- 
body. 

Senator FLranpers. You think that a selling job can be done on that 
which will reduce that fear or eliminate it ? 

Secretary Witson. I would think so, and I would be willing to 
work at it. I never particularly cared to push people around when 
they did not think it was the right thing to do. 

Senator Fianpers. It is my understanding that the Army and the 
Navy rotate officis ls into and out of comptrollership offices, although 
the Air Force does train and assign men as specialists in comptroller- 
ship. Which of these two policies is most effective in your opinion 
in the implementation of title TV? 

secretary Wirson. I think they both can be used effectively. I 
subscribe to the broad principle that a man in this country can start 
most anywhere and get to the top. You could come up in the Army. 
the Navy, or the Air Force through the financial side of the business 
probably ar a finally get an important top assignment if you had other 
qui alities and you did well whatever you had to do. 

You can train people as speci: alists with the idea that you are going 
to keep them in that special field for a long time, or you can rotate 
them on the basis that you are going to greatly broaden their experi- 
ence—either approach can be worked out. So I would not be critical 
of either approach. 

Senator rt \nperS. Mr. Lovett was in favor of a military corps of 
comptrollership, provided that a man could be advanced in it to the 
three-star level. I told him that I had hard work thinking that a 
comptroller would really get up to the three-star level. Then along 
comes the Air Force and along comes the Navy and each of them has 
a three-star man at the top. 

So my fears were evidently not justified by the facts. But they 
arrived there by different processes and by different means and not 
by any! rigid corps 

Secretary Witson. I think the important matter, if you are talking 
about the military side of it, is that you do not give him the top 
financial job just because he is a three-star admiral or general, and say 
that just because he has three stars it qualifies him for the job. Or, on 
the other hand, you do not give him three stars just because he has 
been in the accow ting end of a long time inde spe ndent of how well 
he had discharged his responsi bilities 

The big thing is a man competent to handle the job, and will he 
accept responsibility and ¢ arry out his responsibilities. 

Senator FLanpers. There has been observed that one of the greatest 
prob lems in title IV imp ylementation has been in obtaining the services 
of qualified men to fill comptroller’s offices. Would you please de- 
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scribe the steps that have been taken to recruit civilian personnel for 
these offices? What schools have been established in the Department 
of Defense to train military personnel in the skills of comptrollership ? 
What arrrangements have been made, if any, with the scholastic insti- 
tutions to provide specialize d training in comptrolle rship to civilian 
or milits ary pe srsonnel connected with comptrolle rship organizations 
within the Department of Defense? Are civilian comptrollers who 
are brought into the Department given any training to orient them 
to the functions of comptrollership which are peculiar to the Military 
Establishment ¢ 

Secretary Witson. Iam not familiar with the schools that the serv 
ices may be running to improve the understanding and effectiveness of 
their financial people on down in the organization. I know there are 
such approaches and I know it is a little different perhaps in each of 
the services. 

Senator FLanpers. Yet you have a top of some size which corre 
sponds to the separate services. 

Secretary Witson. Yes. When it comes to the civilian side of the 
business, I think we would not attempt to make any special arrange 
ments with schools and so forth. We would expect the ordinary 
business courses in the colleges to prepare a young man for this type 
of work to give him a reasonable start on the military type of work 
just as well as it would in business. 

The difference is not such that it requires specialization as between 
civilian and military. 

Also, for the men further up in the outfit, we would be looking for 
some one who had acquired a great deal of ¢ xperience before he ever 
came to work in top jobs for the Defense Department. 

Senator FLanpers. We have been advised that some ranking mili- 
tary officers atte mpt to avoid assignment as comptro llers since the sy 
believe that such assignments —— deprive them of promotion oppor- 
tunities and that their duties in disc ‘harging comptroller’s functions 
will not be given much weight if promotion opportunities do arise. 

Would you comment on this matter? Has any directive ever been 
issued by the Office of the Secretary of Defense or by any of the mili- 
tary departments to correct this situation? In the first place, as far 
as you know, does the situation arise ? 

Secretary Wison. It is pretty hard to correct men’s minds with 
directives. I have found that out. There are some men who consider 
that an assignment in the financial end of it, here in the Pentagon in 
any 1 of the 3 serv ices, Would give him a great opportunity to under- 
stand the whole business because he would be in contact with all of it 

If he were not there too long, he would probably think that was a 
good setup. Another man would say “I don’t like figures, I do not 
like that kind of work. I like a command line where I can tell people 
what todo. I make up my mind and I tell them.” 

The approach of a comptroller has got to be a little different. He 
can tell anyone what the facts are and how he developed those facts, 
but other than make analysis and recommendation if he starts to tell 
them what to do a result of that, then he is starting to try to take 
over the command functions and that gets him into trouble. There 
is, of course, the job of releasing funds which permit the carrying out 
of policies or decisions made by management. 
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So it partly depends on what a man likes to do. Does he like staff 
work, does he like financial work, and does he like figures, or does he 
hate figures? 

Senator Fianpers. If you should find that the assignment of a 
qualified officer to the work of the comptroller was interfering with 
his chances of promotion, you would want to remedy that, would you 
not ¢ 

Secretary Witson. Yes, but I would not think such work would. 
There is supposed to be a point of on in the Navy that unless you 
have been in command of at least a big ship or a fleet or something, 
you could never really amount to much as a top admiral, and that 
might be so because it is a sort of a specialized business. 

But I, myself, subscribe to the idea that if a man does his job well, 
whatever it may be, he has a good chance to get a better job. 

And I think that applies to the services, too. 

Senator F1 ANDERS. And you would want to make sure that that 
was the spirit of the services? 

secre tary Wison. Yes, sir. 

Senator FLanpers. Has the Office of the Secretary of Defense under- 
taken a complete educational and sales program to persuade all levels 
of the military services of the advantages of title IV? Can total im- 
plementation of title 1V be effected unless and until there is a sympa- 
thetic attitude toward it at all levels in the Department ? 

Secretary Wixson. I think the answer to that would be “No,” that 
we have not put on any such sales-promotion drive as that. Probably 
we would need a separate appropriation for it if we did. 

Senator FLanprers. We are not talking about appropriations. We 
are talking about economies which will make it possible to have appro- 
priations lowered. 

Secretary Wuitson. I think we are just about to make some real 
progress with it. 

Senator FLanpers. I am sure you are. 

Secretary Wixson. People start to join up and get on the band- 
wagon rather promptly after they see which way it is going and what 
they believe in is influenced rather rapidly when a few people with 
courage and imagination are willing to say “That is the right thing to 
do. We will be responsible for the results.” 

Senator FLanpers. I may say that I have been surprised and pleased 
at the progress that has been made on the defense budget, and I have 
had the faith, and it is a question of faith rather than definite logical 
issurance, that it uld be done without reducing the defensive 
strel oth of the count Vv. 

[am very much pleased with the progress that has been made. 

Secretary Winson. I feel very pleased and encouraged to have you 
say so, Senator. 

Senator FLanpers. It has been suggested that the liaison between 
the Assistant Secretary of Defense, the comptroller, and the comp- 
trollers of the three militar vy departments is weak. Isthat so? If so, 
What steps are being taken to remedy the deficie ncy ¢ 

Secretary Witson. I do not think it can be properly described as 
being weak, I think it is getting better all the time. The only time 
when financial pe ople do not cooperate very we I] on a common ‘objec - 

ive is When one party or the other is trying to conceal some of the 
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facts. Weare not doing that now, so we are getting closer to the other 
all the time. 

Senator Fianprers. You feel that the situation is getting better. 
You are not taking then specific steps other than to get the under- 
standing of the functions of the comptrollers and their relationships 
clear ? 

Secretary Witson. That is right. 

Senator FLanpers. Although the necessity of the integration of 
budget and expenditure account classifications has been recognized, it 
is our understanding that the Department of Defense has failed to 
prescribe uniform account classifications. Obviously this deficiency 
would prevent the military departments from achieving the necessary 
integration. Is there this deficiency and if so, to what do you attribute 
it ? 

secretary Wirson. In the first place, I would like to say that that 
is one of the things that I am sure the Cooper committee 1s going to 
be very helpful in. Second, I think whatever criticism you can have 
of the present classification of accounts comes about from the fact that 
the Army, the Navy, and the Air Force sort of grew up and the men 
that were in them did the best they could within their experience and 
knowledge and without more definite directives or perhaps more defi- 
nite legislation. 

It takes quite a while to work out this kind of thing. It is no little 
job. 

Senator Fianpers. What steps have been taken to revise and make 
more consistent the accounting systems in the three military depart- 
ments? Perhaps you will tell me it is not necessary to have them 
consistent, so long as the results are comparable. 

Secretary Wirson. I think the classification of accounts is a very 
helpful t] ing. The compilation of the fioures, from 1 year to the 
next, from 1 period to another, and so forth, helps you to judge 
whether or not you are Mov ing in the right direction in all these things. 

I see at the present moment no reason why we cannot have a uni- 
form, standardized, simplified system that will work equally well in 
all three services. 

But if there is anything special about anv 1 of the 3 services, it 
ought to come to light in the testimony of different people before the 
Cooper committee and a solution for the problem Ww ill be worked out, 

Senator FLanpers. That lies distinctly with them in the field of 
reference of the ¢ ooper committee ? 

Secretary Wirson. That is right. We are carefully surveying 
everything to try to get the most effective setup for the purpose. 

Senator FLaAnpers. Section 405 (o@) of title [IV authorizes the Sec- 
retary of Defense to issue regulations to govern the operation of stock 
fund-financed inventories of common-use items. It is our understand- 
ing that to date such regulations have not been issued in final form, 
even though 4 years have elapsed since the enactment of the title. 

What reasons can you assign for this deficiency’ To what extent 
is the failure of the Department of the Army and Air Force to utilize, 
except to a negligible degree, the stock fund device attributable to 
this deficiency ¢ 

The thought occurs that those stock funds which have been estab 
lished in the military departments since the enactment of title IV 
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may be extra-legal because of the lack of the regulations authorized 
by section 405 (g). 

Do you want to comment on that possibility, first the reasons for 
the deficiency and second the question as to whether extra-legal ¢ 

Secretary Witson. Secretary MeNeil is here, and if it is all right, 
Senator, I would like to have him speak to this particular point. 

Mr. McNett. As to the first question, stock-fund regulations were 
first drafted in the months immediately following passage of the act. 
They require clearance with the Bureau of the Budget. At that time 
the stock-fund regulations as drafted were patterned after the operat- 
ing experience of the naval stock fund which has been in operation 
since 1893, and as a rather large operation since about 1917. 

To make a stock-fund principle work, it has to operate very similar 
to any merchandising corporation, which means they must have out- 
standing at any time contracts for delivery in the future, with deliv- 
eries scheduled at a rate which can be paid for with the cash they 
have on hand. 

Senator FLANpErs. Sometimes you have been getting stuff a little 
bit faster than the funds were coming in, I think. 

Mr. McNeit. In stock funds, sir? 

Senator FLanpers. You have been too successful in getting deliver- 
ies early in view of the rate of the funds coming in. 

Mr. McNetm. That was true, sir, in the first 6 months operation of 
the Air Force stock-fund system. I am very happy to say, however, 
that in the last year and a half, I think the way the stock fund has 
operated is a pride and joy to the De ‘partment of Defense. 

Senator FLanpers. I apologize for my interruption. Go on. 

Mr. McNew. The whole thing hung on the legal interpretation, the 
battle of the lawyers, as to whether the stock-fund legislation con- 
tained in the title IV of the Security Act permitted the placing of 
contracts say for a year ahead for monthly deliveries, whether you 
could anticipate, in other words, reimbursements from the sales in a 
succeeding fiscal year. 

The thing dragged on for months. There were reams of paper 
written on the subject. We could not get it finally cleared until the 
closing days of the last Congress, when in the general provisions of 
the appropriation bill that question was cleared up once and for 
all, definitely providing that the merchandising corporation, which 
is a stock fund, does have authority to commit itself for that type of 
an operation. That is now cleared up. 

The regulations are ready for issuance except for one thing. We 
have an organizational problem in the Army. If the stock-fund regu- 
lations provide for the establishment of a single merchandising cor- 
poration class of items, under Army organization principles they 
would have to be broken up into numerous small pockets. In other 
words ~ 

Senator FLanpers. The same item would be in numerous pockets? 

Mr. McNeiv. In numerous pockets such as overseas depots, posts, 
camps, and stations which I do not believe is the right principle. It 
is a question of how soon we can get that problem resolved. Other- 
wise, it is ready for issuance. It has clearance all the way around 
with the Bureau of the Budget. 

Senator FLanpers. You hope to have that point cleared up with 
the Army? 
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Mr. McNem. Yes, sir. It took 2 years to get the le gish: ation cleared. 

Senator Fianpers. I think you have answered the question as to 
the delay and also indicated that it is in process of solution. 

Mr. McNew. I might add, Senator, that because in the whole leg- 
islative history of title IV, both when the act was written, hearings 
before this committee and in the House Armed Forces eumennee. 
the whole justification and pattern was contemplated to be similar 
to that of the Navy. There had never been a question raised in all 
the history of operation of the naval stock fund whether that was 
the correct procedure or not. So 1 am pleased that the » House in the 
last appropriation bill general provisions cleared up that point and 
now makes this principle workable. 

Senator FLanpers. On this stock-fund basis, can you tell the com 
mittee, for example, the number and value of all track motor vehicles 
which the Military Establishment now has? I just use that as an 
example. 

Mr. McNeEtu. So far it has not been contemplated to put capital 
items or items that were not strictly standard stock commercial, con 
sumption-type items, into stock funds. It was conte mpl: ited that sep 
arate and apart from the merchandising corpor: ition Wwe would, 
however. keep such item under al property accounting system, very 
similar, but there would be no od transaction in the issue and use 
of them. 

But to answer your question broadly, generally, the answer would 

“Yes: as soon as it is installed.” 

In the case of the hundred-thousand-odd items now carried under 
the naval stock fund, that information is clear, definite, positive, 
and prompt, both as to item and dollar value. In the case of Air 
Force clothing, I believe that Mr. Lovett submitted a statement 
yesterday. 

Senator FLanpers. He gave a very encouraging report on that item. 

Mr. McNew. To me that report from the Far East Command was 
one of the most encouraging that I have seen because it was additional 
proof that the principle was sound in a command area which was 
operating under combat conditions. 

Senator Fianpers. In asking you this question about the track 
motor vehicles as an example, Ll am reminded of a conversation with 
Mr. Eberstadt some weeks ago in which he said he tried to find out 
how many tanks the Army had and could not find out. They did not 
know. 

Mr. MoNet. I remember that incident, si 

Senator FLanpers. He was somewhat exasperated. He said “You 
can not misplace a tank. It does not drop into a crack.” So that was 
pertinent to the part icular form of this quest ion. 

But you would have some account of these, would you, under your 
present accounting procedure, your present accounting for property ¢ 

Mr. McNrit. Yes. We are not perfect yet. First, in the case of the 
Navy, they have property accounting, both item and from a monet: ry 
standpoint for all their property. The War Department never carried 
property by money values in all its history, until they started subject 
to the passage of this act. 

In the case of an item such as you are speaking of, tanks, track 
vehicles, those are kept on a quantity basis only. But I would say 
that the situation is far, far better than when Mr. Eberstadt looked 
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into it for the Hoover Commission 4 or 5 years ago. There is no 


comparison between the quality of the figures then and now. 

Senator FLanpers. And the methods you are presently installing 
would give that information in items, but I take it not necessarily 
in dollars? 

Mr. McNrim. Not as yet in the Army and the Air Force. 

Senator FLanpers. Would not the maintenance and quantitative 
and monetary inventories as required by section 410 of title IV make 
this information readily available ¢ 

Mr. McNetu. Yes, sir. 

Senator FLANpDERs. ag recommendation has been made by a sub- 
committee of the Senate Armed Services Committee to your prede- 
cessor—I am now addressit ig myself to you, Mr. Wilson, because so 
far as my experience goes, Mr. MeNeil has had no predecessor, he has 
always been it—a recommendation has been made by a subcommittee 
of the Senate Armed Services Committee to your predecessor that 
he consider whether the public interest would not better be served 
by the elimination of the separate audit agencies in the three depart- 
ments and the creation of a ere audit agency under an official 
responsible only to the Secretary of Defense. This idea was rejected 
b y the Secret: Ll'\ of Defense at the =i 

What do you think about it? 

Secretary Witson. I do not think it makes a great deal of difference. 
I think I would try to get functioning well whatever is going on now 
and accept it. In other words, an audit of the three separate services, 
I would assume would be well done, no matter who the auditor hap- 
pened to report to. 

In other words, if they get a technical and professional approach 
to the job and have pride in their work, I do not think it matters, 
As I say, in this area of figures, accurate figures will speak for them- 
selves. So I think it is more important that the job be done and that 
it is understood they have a clear directive to do their job properly 
and well. 

Senator FLanvers. Among other things, will the Cooper committee 
study the eflicacy of setting up commercial and industrial facilities 
on a so-called industrial fund basis? Is that in their frame of ref- 
erence ¢ 

Mr. Coorer. Yes, it is. 

Senator FLanpers. Are there commercial and industrial type facili- 
ties of the Army and Navy and Air Force which could be discon- 
tinued without being adverse to military effectiveness? Are there 
products and services that are provided by these facilities that could 
be adequately furnished by private industry at equal or lower costs? 
If so, would this provide expansion opportunities for private busi- 
ness as well as provide potential for increased revenues for the Fed- 
eral Government through an expanded tax base ? 

We have had, as you are doubtless aware, complaints from such 
industries as local bakeries and local dry-cleaning establishments, who 
oppose the Army’s setting up this type of activity. 

Mr. McNriv. Senator, may I answer the first part of that question 
and then the Secretary may like to comment. First, in trying to de- 
termine whether it was profitable for the Department of Defense to 
engage in certain of these industrial and commercial-type activities, 
activities that you just mentioned, there was no way to tell what the 
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end product was costing. Only with the removal of the activity, let’s 
say a navy yard, an arsenal, or something of that kind that had been 
in existence for some years from the outmoded and archaic Federal 
budget system as it applied to activities of this nature and the act of 
organizing it as a “corporation,” and not giving it any appropriation 
subsidy but making it stand on its own feet so that its billings would 
produce all of the revenue it received, was there any real chance for 
this committee and the Secretary of Defense or Secretary of any of 
the services to ascertain the cost of doing a particular job, loading 
a round of ammunition or overhauling a ship. 

With the establishment of this principle, we now can commence 
to get competent comparative figures. Since this _— iple has been 
established, there have been, I believe, two activities dis continued. 
One of them was the clothing factory in Brooklyn. W hen the appro- 
priation subsidy was eliminated, the cost of operation of producing 
the end product was higher than could be justified and the place was 
closed. 

But until some system of this kind is in operation, it is difficult to 
tell—under the regular appropriation system—what action is neces- 
sary. 

Senator FLanpers. Then title IV will provide the financial criteria 
for deciding what operations are profitable and what are not? 

Mr. McNett. It is the only way I know of in which we can have a 
chance to get a comparison. 

Senator FLanpers. Will these operations which could be performed 
under contracts with industry be removed from consideration of the 
Cooper committee, or will they recommend that industry undertake 
certain of these activities ? 

Mr. McNett. I think the Cooper committee can proba bly contribute 
most by speeding the installation of systems in order that determina- 
tion later can be made. 

Senator Fianpers. What in your opinion has been the greatest 
deterrent in the past years to the implementation of title LV? That 
is for you, Mr. Secretary. 

Secretary Witson. The size and magnitude of the job and the nat- 
ural human resistance to change. I remember during the war Gen- 
eral Campbell was in Detroit and we had a tremendous war job. He 
pointed out that if you had an elephant to eat, the only way to eat 
him was to cut him up in little pieces and eat them one at atime. That 
is the kind of a job this is. 

It is a big ele »phant. To get through the whole thing and get it 
done, you have to take it piece by piece and you have to have a lot of 
of patience. There are people that worship the gods of things as 
they are—there are a considerable number of them—and there you 
have the problem. 

Senator Fianpers. My Democratic friend here on my starboard 
side is rather pleased by that notion of chopping up the elephant. 
Could you not amend that to a hippopotamus or something else? 

Secretary Wiison. I had not thought about that. 

Senator FLanpers. Are military commanders in all echelons suffi- 
ciently impressed and educated as to their responsibility in imple- 
menting title IV ? 

Secretary Wiison. I do not know for sure. 

Senator FLanpers. When you find one, you will educate him. 
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Secretary Wirson. That is right. 

Senator FiLanpers. I do not know that you can give any answer. 
Have you found any considerable number of identifiable individuals 
who are resisting ? 

Secretary Witson. I have not found any active resistance to the 
business. It is just the inertia of things, and of course there are 
hundreds of thousands of officers altogether and I do not know how 

each one of them feels about it. 

When Mr. McNeil or any of the rest of us run across one, we try 
to show him the true light. 

Senator Fianpers. Do you have any reservations about and of the 
machinery provided by title IV? May you be recorded as endorsing 
it in its entirety? You do m: ike some exceptions concerning civilian 
departmental comptrollers with the rank of Assistant Secretaries. 

Secretary Wirson. I think that is correct, Senator. I do think 
there should be provided assistant secretaries for financial manage- 
ment for each military department. I would never like to 100 per- 
cent endorse anything so big and complicated that should probably 
grow and improve with experience and the changing of the times. 
So I would not like to say now whether title IV was perfect in all its 
ramifications. I think it is a good act and was quite suitable at the 
time, and it is designed to serve a very useful purpose. 

I know no reason, however, why any little part of it or a piece of it, 
even though it is relatively important, we should not bring up before 
the proper people and have them agree to improve it. 

In other words, I never take the position that things as they 
are are not subject to improvement, because I think the vy are. 

Senator Fianpers. You feel that you can make a good deal of 
progress with it between now and the next time the Congress gets 
its hands on it? 

Secretary Winson. Yes, sir. And as far as I am concerned, we will 
try to carry it out faithfully or come up and tell the right people 
what changes we think should be made to 1 improve it. 

Senator FLanpers. Does it re pose sufficient authority in the Secre- 
tary of Defense adequately to control the fiscal affairs of the De- 
partment of Defense? 

Secretary Winson. As far as we know, it does. 

Senator Fianpers. If you find that it does not, in some respects, 
you W ill come back and tell us. 

Secretary Witson. That is right, sir. 

Senator FLanvers. That is my last question. 

I thank you for your patience, your presence and wish you well. 

Secretary Witson. Thank you. 


Senator Franpers. We will now adjourn. We will convene at ‘ 
10:30 tomorrow morning and continue our session with Secretary 

Stevens. : 

(Whereupon, at 4:45 p. m. the committee adjourned to reconvene ' 

at 10: 30a.m., November 3, 1953.) t 

| 

‘ 

t 





m 
al 


bi 
ex 


at 
In 


Ww 


IMPLEMENTATION OF TITLE IV, NATIONAL SECURITY 
ACT OF 1947, AS AMENDED 


WEDNESDAY, NOVEMBER 4, 1953 


Unirep States SENATE, COMMITTEE ON ARMED 
SERVICES PREPAREDNESS SUBCOMMITTEE No. 3, 
Washington, D. ¢ 

The subcommittee met, pursuant to adjournment, at 10:30 a. m., in 
room 212, Senate Office Building, Senator Ralph E. Flanders (chair- 
man) presiding. 

Present: Senator Flanders. 

Also present : Fred B. Rhodes, chief counsel: and F. Bradford 
Morse, of the subcommittee staff. 

Senator Ky ANDERS. ‘| he hearing will come to order. This morning 
we reach the final lap of our present inquiry into the functions of title 
LV of the National Security Act as we continue with the testimony of 
Secretary Stevens of the De ‘partment of the Army. 

Before we ask him to continue, there are some observations of the 
testimony that I feel I should make. 

It is abundantly apparent from what all of our witnesses have said 
that there can be vast savings of money to the American t: ixpayers, of 
which I am one, if we are serious about this matter of instituting better 
management principles in the operation of the Department of Defense 
and the services. 

This goal is so compelling that we cannot do less than our best to 
bring about the needed financial relief W hich we fee] we can reasonably 
expect. 

Frankly, it is this possibility which led us into this complicated and 
at times dry proble m. It is from this encouraging point that we get 
into the less promising parts of the problem. ‘The size of the problem 
is one which is without understandable comparison. It is huge. It 
will take much time completely to resolve. 

‘Two things are needed before there can be much progress. First, it 
is essential that the services have accounting systems which are com- 
parable, if not uniform. Second, there must be uniformity in the 
method of doing business and of kee ping the books. To do this effec- 
tively we must know what sort of an inventory we have. It is essen- 
tial that we know how ms iny trucks, machine guns, and tanks we have. 
All of us would be ready to pull the Pentagon Building down in small 
parts if there were not complete and adequate personnel records of our 
boys who have been in the fighting services. We have a splendid sys- 
tem of personnel accounting. Every commander can tell at a moment’s 
notice how many men he has on duty, how many sick and wounded. and 
so forth. 
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We recognize this as a sound practice. We feel that it can be carried 
over into the matter of materiel. Before we agree to an increase in 
the size of our forces, we feel justified in asking what is being done 
with the men we now have. This can apply to materiel as well. 

There is another aspect of this matter of what things we own 
that we should consider. We must know the value of what we have 
and how long it will last. It was interesting to notice in the testimony 
of the Assistant Secretary of Air Force White that an enormous saving 
had been effected in the purchase of spare parts for aircraft when it 
was learned that the engine life was considerably longer than our 
original plans showed them to be. 

Here, through good management resulting from the use of business 
records, a real saving can be shown to the stockholders of our business, 
the taxpayers, who would like to see this repeated many times over. 

I was particularly impressed by the statement of Secretary Wilson 
that he was not committed to the idea that any one law or any one 
system was the best answer. He maintains an open mind and he is 
committed to the idea that we will run this enterprise more efficiently 
in the future. 

As we turn now to the testimony of Secretary Stevens, I feel that 

t should be stated that the score now stands at 2 to 2 on the matter 
of civilian versus military comptroller. His Department and the 
Air Force are on record as believing that military men, responsible 
to both their ¢ na an and military bosses, are the best answer to the 
problem. The Navy and the Department of Defense feel that this is a 
civilian function. 

The conflict is one which we will not be able to resolve this morning, 
but it does make an interesting point from which Mr. Stevens can begin 
to enlarge on his ideas. 

Now, Mr. Secretary, do you want to go directly to the point where 
we left off day before yesterday? You have no new statement to 
make in the interim. 


TESTIMONY OF HON. ROBERT T. STEVENS, ACCOMPANIED BY 
LT. GEN. G. H. DECKER, COMPTROLLER OF THE ARMY; AND 
LEONARD W. HOELSCHER, DEPUTY COMPTROLLER OF THE ARMY 


Secretary Stevens. If by any chance the questions do not bring out 
any point, I might like to make a statement later. 

Senator Fianpers. You can bring up any point that you wish. 
Would you please define the term “comptrollership” as the term is 
used in business. Spell out, if you will, the duties and responsibilities 
that a comptroller in a large corporation has. 

Secretary Stevens. I think in a nutshell he has the duty of getting 
together the information and financial facts that are necessary to 
supply the top management of the business with the date a on which to 
make policy decisions. That is the function of a comptroller in 
business. 

Senator Franpers. Does he go any further than that? Does he 
make recommendations ordinarily as well as prepare the material ? 

Secretary Stevens. I think sometimes he makes recommendations, 
but fundamentally you have to keep a sharp line between the functions 
of the comptroller and the management of the business because the 
comptroller is not the manager of the business. 
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Senator FLanpers. And you would feel that the separation of the 
comptroller function from the m: unager function was important in the 
armed services ¢ 

Secretary Srevens. Yes, sit 

Senator FLaNpers. Are there any respects in which the comptroller- 
ship concept in the business community differs from that in the 
military field? 

Secretary Stevens. Yes. I think that probably in the military 
field the comptroller’s function is more operational in nature than 
possibly is true in some businesses. 

Senator FLAnpeERS. Your testimony the other day opened up in my 
mind some questions which I have been putting to those who have 
been here in between our two appearances. Can the comptroller 
function be separated from the more general problem of military 
management ¢ 

Secretary STeveNns. In my opinion it fits in the area of military 
management. 

Senator FLanpers. We were just saying, were we not, that the comp- 
troller in general provides information. 

Secretary Srevens. You asked me that in regard to business. 

Senator FLANpERs. Yes. 

Secretary Srevens. I think that the general conception of a comp- 
troller in business is to some extent different from what it is in the 
military. 

Senator FLanpers. Do you feel that the eens in a military 
establishment should m: ike some recommendations as to policy? Is 

t different in that respect ? 

“iomealdinn Srevens. I think it is perfectly all right for him to make 
recommendations as to policy, but it is only a recommendation. It 
has—— 

Senator FLanpers. He does not enter into the matter administra- 
tively ¢ 

Secretary Srevens. No. 

Senator Fianpers. Is the problem of economy in peacetime essen- 
tially different from the problem of making the most of limited re- 
sources in wartime? 

Secretary Stevens. No, I think the problem of economy, as the 
word indicates, means economy and should be utilized whether in 
peace or in war. 

Senator FLanpers. You would feel that an organization set up for 
peacetime economy could function in providing the use of limited 
resources in wartime. You would not feel it is necessary to change 
the organization for that purpose ¢ 

Secretary Srevens. Not necessarily, Mr. Chairman. I think we 
can always improve this Department of Army organization. That is 
why we have such an effective committee at work on the problem at 
the moment. 

My hope would be to make improvements in the organization to the 
pean where the answer to your question would clearly be that the 
organization was capable of carrying on efficiently either in peace 
or in war. 

Senator FLanpers. Do you feel that financial management is an 
inseparable part cf the command function ? 
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Secretary Srevens. I feel that the comptroller as set up in the 
Department of the Army is an integral part of the command function. 
Yes, do. But I think also, Mr. Chairman, that you must bear in mind 
that in the final analysis, the mene. like everyone else in the 
military—if he isa milit iry man-—Is responsible to the Secret: ry of 
the Army. The contact with the comptroller of the Army comes 
at the present time through the office of the Under Secretary of the 
Army, who works with General Decker’s organization. 

Our office provides the policy and General Decker’s office provides 
the carrying out of the policy. If we find that something in General 
Decker’s office is not going the way we want it, it so hap pens, in his 
case, we have no trouble in setting that right at the level where the 
matter came up. 

But in the final analysis if there were a problem, I would simply 
70 tO the Chief of oe — issue a directive that we we re foing to 
change that. So in the final an: soe the civilian is responsib le. 

Senator FLranpers. W eo | you define for me General Decker’s func- 
tion. Wha do you call him besides General Decker ? 

Secretary Stevens. We call him the Army Comptroller 

Senator Franvers. He is the Army Comptroller / 

Secretary Stevens. That is right. His functions, as I said before, 
are operational in nature and they include such things as auditing 
property accounts and procurement contracts, handling the many de- 
tails involved in accounting for the disbursing of funds, doing the 
spadework in aeration of the performance budget, allotting to 
commands the funds apportioned to the Army, setting up stock funds, 
industrial funds, and management funds as contemplated by title IV. 
He is also charged with progress and statistical re porting and analysis. 

Senator Fianpers. That is your definition of his inseparable part 
of the command function. He does not, however—does he come into 
the line of command in his functions directly ¢ 

Secretary Srevens. He comes into the line of command by pro- 
viding staff assistance through the comptroller function at all levels 
of the Army. 

Senator FLanpers. He is more than an information gatherer ? 

Secretary Stevens. Oh, ves, he is. That is an area, Mr. Chairman, 
where in my opinion his function as Comptroller differs somewhat 
from what is commonly true in industry. 

Senator FLanpers. I think now we have that idea clear. It had 
not been clear to me until now. That, I think, is a definition and a 
practice which differs somewhat not merely from private concept 
of the comptrollership, but also differs somewhat from the point of 
view held in some of the other services. 

But it is a valid concept and it is one that we will want to consider 
in connection with the others. 

Is it desirable for all top commanders to have had experience as 
a comptroller sometime in their careers ? 

Secretary Stevens. I would say it was quite desirable—not utterly 
essential, but quite desirable. 

Senator Fianvers. They would be the better for it, and it is a de- 
sirable part of their expe rience. 

Secretary Stevens. That is right. 

Senator FLanpers. Can the budgeting process for which the comp- 
troller is responsible—I assume that he is responsible for that in your 
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setup—be clearly separated from the programing function which is 
the responsibility of operations ? 

Secretary Stevens. Yes; 1 think it can, definitely. 

Senator FLanpers. The comptroller is not responsib le for seeing 
that the ——e is done. He isa responsible part of the machinery by 
which the budgeting item is apportioned, but he is not responsible 
for the carrying out of the program itself. 

secre tary STEVENS. He is responsible to some extent for following 
up the carrying out, and making sure that it is done, through, for 
example, the auditing process, 

Senator FLAnprers. I think that is clear. It has been suggested 
that the departmental comptroller should be a civilian with the rank 
of Assistant Departmental Secretary. Would you please give the 
committee your evaluation of this suggestion ? 

Secretary Stevens. I believe Mr. Wilson commented on that yester 
day and suggested the possibility of a third Assistant Secretary in the 
fiscal field. ‘That suggestion would be a very welcome one insofar as 
the Department of the Army is concerned. We would welcome that, 
because as it now stands that function is carried on by the Under 
secretary W ho has really more than he can do. 

It would be a logical thing, along with the Assistant Secretaries 
for Manpower and Materiel. to have one on fiscal matters. He would 
be the fellow who would take the primary responsibility in the field 
of fiscal policy for the Department of the Army, and then under our 
setup he would work with General Decker’s comptroller organization 
In putting the polici ies into effect. 

Senator FLanpers. Has the effect of retaining military persons as 
departmental comptrollers in the Department of the Army concur- 
rently responsible to the Chief of Staff, as well as to the Assistant 
Secretary responsible for financial management in the respective de- 
partments, resulted in dominant responsibility of the comptroller to 
the military ¢ 

Secretary Srevens. Not in my opinion, Mr. Chairman, because, as 
I pointed out earlier, I am the fellow who is ultimately responsible. 
The ¢ ‘omptroller knows that and the Chief of Staff knows it, and if 
things are not going well within the area of the Comptroller, then 
it is my responsibility as the top civilian to instruct the Chief of Staff 
to do some thing about it. 

I have that author ity and would so operate. 

Senator Fianpers. Would the establishment of a separate chain 
of command for the comptroller organization at all echelons in the 
military department, giving departmental comptrollers command 
authority over comptrollers it lower levels, assist in the implementa 
tion of title 1V 

Secretary Srrvens. No, sir. 

Senator Fianpers. I do not know whether it is necessary to expand. 
Your answer is definite. 

Secretary Stevens. I feel very definite on that. 

Senator FLranpers. You might give some response why you think 
that would be a bad idea. 

Secretary Srevens. I do not think that we ought to get a lot of 
comptrollers in the Department of Defense, bypassing the respon- 
sible officials and officers and getting into the operating business. I 
think that the individual military departments have got to operate, 








136 TITLE IV, NATIONAL SECURITY ACT OF 1947 


but be responsible to the Secretary of Defense for their operations, 
and I think that such a proposal would merely mean duplication and 
confuse the whole situation, and there is no way I think of where it 
would improve it. 

Senator Fianpers. It has been observed that one of the greatest 
problems in title IV imple mentation has been in obtaining the services 
of qualified men to fill comptroller’s offices. Would you please de- 
scribe the steps you have taken to recruit qualified personnel for these 
offices? Have you established any schools to train military personnel 
in the skills of comptrollerships? Have you made any arrangements 
with scholastic institutions ? 

Secretary Stevens. Yes, sir; we train them through various means. 

We have undertaken fairly extensive programs of training and 

orientation in comptroller-type subjects for both civilian and military 
personnel. For example, a 14 months’ course which has been devel- 
oped at Syracuse University trains 25 officers a ye: = for comptroller 
ositions.. We also have used the facilities of the Air U niversity at 
Maxwell Field to train about 45 officers a year. Other courses in 
specialized comptroller subjects are provided for military and civilian 
personnel at the finance school. Orientation courses in management 
and comptrollership have been introduced into the curricula of all 
Army service schools. In all, we estimate that about 1,000 indi- 
viduals are receiving specialized training in comptroller subjects 
during fiscal year 1954, and up to 7,000 others are receiving orienta- 
tion in general management and comptroller-type subjects. 

Senators Fianpers. That is training military men in the comp- 
trollership function ¢ 

Secretary Stevens. That is right; military and civilian, both. 

Senator FiLanpers. Reversing the process, Do you train civilian 
comptrollers in the military aspects of their job? or does that come 
through experience and practice / 

Secretary Srevens. I would say that it comes largely through 
experience and practice. Under the law, title IV, the way it stands 
now, which I think is an excellent way to have it stand, each service 
may have either a comptroller from the military or a civilian comp- 
troller, according to what fits their situation best. 

But, if they have a military man for comptroller, then they have 
a civilian for deputy comptroller. It seems to me that this provides 
flexibility, and it is something that we can all very well live with. 

Senator Fianpers. It is my understanding that officers are rotated 
into and out of comptrollership assignments in accordance with the 
overall departmental police; y to make officers’ duties and experience 
as broad as possible. If this understanding is correct, do you believe 
that the policy has impaired the effectiveness of title IV implemen- 
tation by depriving comptrollership organizations of experienced 
men { 

Secretary Stevens. No, sir; I do not. I think, as a matter of fact, 
in some ways there may have been more rotation or turnover of 
civilians who operate in this field in the various military depart- 
ments than there have of the military. I think the experience gained 
by the military man in comptroller functions makes him a better com- 
mander, irrespective of what his assignment may be. 

Senator FLanpers. It has been observed that greater understanding 
and acceptance of the comptrollership functions must be achieved 
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if the title IV implementation is to be accomplished to the fullest 
extent. 

What steps have been taken to sell title [V to the lower echelons? 

Secretary Srevens. I think very extensive steps. Here, for example, 
is an Army regulation on comptrollers in offices, chiefs of services, 
and Army field establishments. I also have the regulation dealing 
with the organization and functions of certain finance and accounting 
officers. I think both might be interesting exhibits. I would like 
to put them in the record. It gives you an illustration of the kind 
of thing that has been done at all levels. We cannot do it all in 
regulations, but we do it by meetings in our Army areas, with our 
Army commanders and with various echelons of command. 

We try to reach them. We have found that the military have a 
growing awareness and appreciation of the importance of the comp- 
troller function. I am not aware, as I think I said day before yester- 
day, of anything resembling resistance. 

Senator FLANDERS. We will put these into the record. 

(The documents referred to are as follows :) 


AR 10-82 


ARMY REGULATIONS DEPARTMENT OF THE ARMY 
No. 10-82 WASHINGTON 25, D. C., 14 February 1952 


ORGANIZATION AND FUNCTIONS 


COMPTROLLERS OF OFFICES, CHIEFS OF SERVICES, AND ARMY 
FIELD ESTABLISHMENT 





Appointment of comptrollers___- aie Sistah a a ae elaine o 2 
I SN a os aetna dill Useder celina dain iccsscaleinaaiciniateiaea i me 3 
Sasic concept ___---- in Sh ewreennne sas enw cuneimiene ee Sal 4 
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1, Purpose.—The purpose of this regulation is to standardize the development 
of staff doctrine in respect to the role and functions of comptrollers in Offices 
of Chiefs of Services and in the Army Field Establishment. 

2. Appointment of comptrollers.—a. Comptrollers will be appointed in the 
headquarters of major commands, continental and overseas. 

b. Comptrollers will be appointed at other organizational levels such as 
Offices, Chiefs of Services, installations, and major activities where substantial 
comptroller functions are performed. The functions of such comptrollers shall 
generally conform to the pattern prescribed herein. 

3. Staff relationship.—The comptroller shall have general staff status or an 
equivalent position in headquarters where a general staff is not authorized. The 
comptroller shall report directly to the commander or deputy commander, the 
Chief of Staff, or an officer in an equivalent position. The comptroller per- 
forms his duties in a manner identical with that of other staff officers. He will 
be guided by those staff principles currently in effect in his relations within the 
staff of which he is a member as well as with higher or subordinate head- 
quarters. 

4. Basic concept.—a. The comptroller is a member of the commander's staff 
and his principal assistant with respect to the functions prescribed in para- 
graph 5. 

b. In the exercise of his functions the comptroller assists the commander in 
the following primary elements of command: 

(1) The employment of financial resources. 

(2) Control of reporting systems within the command, including progress 
and statistical reporting. 

(3) Analysis of matters of organization and procedure as required, 
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(4) Budgeting, accounting, and auditing. 

(5) Providing the statistical and analytical material on which to facilitate 
the review and analysis of command programs, to include tests of their 
feasibility during developmental stages and to facilitate the evaluation 
of progress during execution. 

(6) Allocation of funds and control of expenditures, whether financed by 
appropriated or nonappropriated funds. 

5. Functions.—a. The Comptroller is responsible for staff supervision of the 
following functions as they pertain both to military and civil activity, whether 
they are financed by appropriated or nonappropriated funds: 

(1) Budgeting activities including the preparation and justification of 
budget estimates and the distribution and application of funds. 

(2) The accounting activity within the command including cost, fiscal, and 
property accounting. 

3) The performance of such audits as may be delegated to the command. 

4) The provision of such management engineering services for the im- 

provement of the command as the commander may direct. 

(5) The statistical activities of the command, including the collection, 
analysis, summarization, and interpretation of statistical data and the 
preparation of statistical reports and publications. 

(6) The reports control system, including the design of progress and statis- 
tical reports, the administration of the reports control system, and 
the preparation of standard reporting procedures to facilitate and 
simplify consistent reporting. 

) Establishment within the command of systems for the review and 
analysis by the commander of all command programs, to include sys- 
tems to aid the commander in testing the feasibility of proposed 
programs and in measuring program progress during execution and 
the development and presentation of data on which to base such review 
and analysis. 

b. The comptroller exercises technical supervision over the performance of 
comptroller functions throughout the command. 

ec. Such additional functions may be assigned to the comptroller as may be 
consistent with his mission. 
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AR 10-216 

ARMY REGULATIONS | DEPARTMENT OF THE ARMY 

No. 10-216 WASHINGTON 25, D. C., 26 October 1953 


ORGANIZATION AND FUNCTIONS 


FINANCE AND ACCOUNTING OFFICERS OF CONTINENTAL ARMIES, 
THE MILITARY DISTRICT OF WASHINGTON, AND CLASS I INSTALLA- 
TIONS AND ACTIVITIES 


Paragraph 
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1. Purpose.—These regulations standardize the development of staff doctrine 
in respect to the role and functions of Finance and Accounting Officers in the 
continental armies and the Military District of Washington, and class I instal- 
lations and activities. These regulations do not apply to class II installations 


and activities 
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2. Basic concept.—The basic concept embodied herein is to develop an organi 
zation and policies to achieve the following objectives: 

a. A minimum number of fiscal stations consistent with effective operating 
requirements. 

b. A system in which financial data will originate in common sources and 
flow through common channels. 

ec. The integration of appropriation and expenditure accounting in one office 
at an installation or activity. 

d. A centrally controlled installation accounting system which will reflect all 
financial accounting data generated by the installation or activity. 

e. The disbursement of funds as a function of the command incurring the 
obligation. 

3. Appointment of finance and accounting officers——Finance and Accounting 
Officers will be appointed 

a. At the headquarters of each continental army and the Military District of 
Washington. 

b. At each class I installation or activity where substantial finance and ac- 
counting functions are performed. Installations or activities not having 
substantial finance and accounting functions will be satellited. 

4. Staff relationships.—a. The finance and accounting officer will be a member 
of the Special Staff, and will advise the Comptroller on accounting and related 
matters. 

b. Relationships of the Finance and Accounting Officer with other members of 
the staff will be consistent with the duties for planning, coordination, and super- 
vision in matters of primary interest to other staff officers as prescribed in cur- 
rent staff doctrine, policies, and procedures. 

5. Functions and responsibilities—a. The finance and accounting officer is 
responsible for the execution of policy and procedure designed to implement the 
basic concepts contained in paragraph 2 which, in accordance with current staff 
doctrine, will include 

(1) Furnishing the commander and his staff with financial data and advice 
and assisting in the preparation of estimates, recommendations, plans, 
and reports relating to financial matters. 

(2) Providing technical assistance and supervision over finance and account- 
ing functions performed by subordinate units in accordance with direc- 
tion and policies of the Comptroller. Such technical assistance and 
supervision will not infringe upon the management responsibilities of 
the subordinate units. 

b. The finance and accounting officer’s responsibilities set forth in a above will 
be accomplished for accountable supply activities and those activities financed 
by Working Capital funds on the basis of periodic consolidated reports rendered 
by activity commanders. This procedure does not preclude the maintenance by 
finance and accounting officers of summary accounts receivable data for such 
activities nor the accomplishment of fund receipts and disbursements resulting 
from the operation of such activities. 

ec. The finance and accounting officer at an installation or activity is charged 
with the personal liability of a Government disbursing officer who disburses and 
receives public funds in his own name. 

d. The finance and accounting officer’s functions include 

(1) Finance and accounting functions 

(a) Financial accounting, including appropriation, fund, cost, civilian 
personal services, working capital and management funds, financial 
property accounting, and the maintenance of records of accounts re- 
ceivable as prescribed in appropriate regulations. This includes the 
certification of the availability of funds but will not impinge upon the 
budget execution responsibilities of the budget officer nor the manage- 
ment responsibilities of accountable supply officers. 

(b) Preparation, examination, and certification of civilian and military 
payroll, travel, commercial, and other vouchers or claims, including 
official determination of amounts to which individuals and firms are 
entitled. 

(c) Disbursing, including receiving and depositing of Government funds, 
making of cash or check payments, and issuing of United States 
Savings Bonds. 

(d) Advising on nonappropriated fund accounting and financial matters. 

(ec) Preparing, analyzing, and presenting financial data for management 
purposes. 
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(f) Administering and execution of collection policies and procedures in 
coordination with other staff officers. 

(2) Finance Corps functions, including advice to the commander and his 
staff on matters pertaining to Finance Corps personnel and unit organi- 
zation, training, assignment, and equipment, and coordination of all 
Finance Corps functions with other interested staff sections. 

e. The finance and accounting officer at the headquarters of continental armies 
and the Military District of Washington is responsible also for the following 
functions: 

(1) Reports of Survey processing. 

(2) Savings and life-insurance programs. 

(3) Review of reports of audit as a means for improving accounting proce- 
dures. 

(4) Establishment and maintenance of banking facilities. 

(5) Assisting with the direction of Army program activities and subactivi- 
ties pertaining to finance and accounting functions. 

(6) The coordination of all Finance Corps functions with other interested 

staff sections. 

) Consolidating, analyzing, and presenting to the commander summary 
financial data furnished by class I installations and activities, and 
submitting consolidated reports of such data to the Department of the 
Army. 

(S) Accounting required by the command headquarters including operating 
agency fiscal accounting and, as required, fiscal station accounting in 
support of the headquarters. 

(9) Providing technical assistance and supervision over finance and ac- 
counting functions performed by subordinate units in accordance with 
direction and policies of the comptroller. Such technical assistance 
and supervision will not infringe upon the management responsibilities 
of the subordinate units 

f. The finance and accounting officer may be assigned additional functions and 
responsibilities consistent with his mission. 

6. Tactical units.—Disbursing officers assigned to tactical units will continue 
to discharge their duties and responsibilities in accordance with AR and SR 35- 
series 
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Secretary Stevens. If I may, Mr. Chairman, because I believe the 
De ‘partment of the Army has made and is making some real progress 
in this whole fie Id. I woul | just like to read one sentence from a letter. 
You are at liberty to have the whale letter, if you like, from Lindsay 
Warren, the Comptroller General of the U nited States, in which he 
said: 


The Departi lent of the Army is to be commended in its steps toward the 


development and implementation of an integrated installation accounting system. 


We have worked very closely with the General Accounting Office, 
and this indicates, as I know is the case, that they are highly pleased 
with the progress we are making in this direction. 

The date of this letter is October 1. 1953. 

Senator Fianpers. That is the heart of the letter; is it not? 

Secretary Srevens. Yes. 

Senator FLanpers. We will put the sentence you have read into the 
record. Can you tell the committee what it will cost to operate Fort 
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Bragg, N. C., for example, during fiscal year 1954¢ Did I not ask 
you that day before yesterday ¢ 

Secretary Stevens. No, sit 

Senator FLanpers. All right, I am asking it now. 

Secretary Stevens. I will have to get some of my associates to help 
you with that one. 

General Decker. We can tell you, Senator. I do not have the infor- 
mation with me as to what it will cost to operate Fort Bragg. But we 
can develop that kind of information in any kind of detail that is 
desired. 

Senator Fianpers. I might ask whether the form of your records is 
such that you could get it readily and almost immediately, or whether 
you would have to refer to 40 or 50 accounts specifically in adding 
them all up toget ner. 

General Deckrr. We get that information in once a year at the time 
the budget is to be presented so we can give the Appropriations Com 
mittee some information as to what it is costing to run our various 
establishments. That information is broken down for control purposes 
into a number of segments, but it all appears on the same report on 
the funding of an installation. Whereas forme rly under the old 
budget structure, it was handled through a series of appropriations, it 
is now handled largely through one appropriation, the maintenance 
and operations appropriation. 

‘There are some minor amounts of funds that go down from other 
appropriations to installation commanders, depending on the type of 
Insts allation and the type of activity sath iem on the installation. 
But generally all installations are funded through one appropriation. 

Senator FLanpers. It would appear, then, that in this case you had 
gotte np yretty well onto the pe rformance budget basis. Is that correct ¢ 

Maybe you have not really reached that stage. You at least are able 
to tell what this all adds up to. Are you familiar with the report which 
the subcommittee published on July 28, 1953 ¢ 

General Decker. No, sir 

Senator FLanpers. I think you ought to be. 

General Decker. I have seen that report, but I have not gone into 
it in detail. 

Senator FLANDERS. The performance budget is the thing we are 
interested in as distinguished from the budget which applies 40 dif- 
ferent accounts to one end. Of course, you have to have it come from 
10 different ways, but we are interested in knowing what it costs 
to do this and how much you have of that. You might refer, if you 
have a copy, and if you have not, we will get you a copy—to page 31 
and the concept developed i n this report of both applying costs to a 
situation and reporting the costs of an item in the program. 

General DECKER. I assure you that the Army system does not re 
semble this spider web. 

Senator Fianpers. I was just o——— ring. 

General Decker. We have only eight appropriations in the Army 
budget at the present time. One of those pertains to installations, 
the maintenance and operation appropriation. That provides the 
funds to Fun the installation. 

Now there are certain functional activities on those installations 
which oer be funded from some other source such as research and 
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development, or procurement. ‘The performance budget was adopted 
by the Army at the beginning of fiscal year 1952, and one of the difli- 
culties in assessing a performance budget is that no one has defined 
exactly what a performance budget is. 

We have had to make our own assumptions as to the type of the 
budget and its structure within the executive branch of the Gov- 
ernment, 

Our structure was approved by the Secretary of Defense and by 
the Bureau of the Budget and that is what we are using. The law 
provides that the structure must be as directed by the Bureau of the 
Budget. 

Senator FLranpers. Is it possible that performance budgets can be 
utilized to the extent conte mplated by title IV, unless the inventories 
of common-use items maintained by the Department and the commer- 
cial- and industrial-type activities operated by the Department are 
put in on a corporate basis under working-capital funds ? 

General Decker. Senator, I do not believe we will ever realize the 
full benefit from a performance budget until we reach the oats where 
we do have financial accounting for property and can measure what 
we use as compared to our needs. That is, the consumption for each 
fiscal year should be the basis of the budget. Accounting for prop- 
erty and accounting for consumption tie together very closely and 
we cannot have the full benefits from one without implementing the 
otha or, 

Senator FLanpers. Are you making progress in complete imple- 
mentation? Have you any time in mind to arrive at not 100-percent 
effectiveness, but an effective implementation? I hate that word, 
but I do not know what other word there is to use. 

General Decker. Yes, Senator; we will have financial accounting 
for ste grad y installed within all the Army depots in the Zone of the 
Interior by the Ist of July, 1954. That is during this fiscal year. 
That still must be extended to installation level and to overseas 
commands. 

We will get onto that phase of it as soon as we have finished the 
work in the depots. We havea program for that and a schedule for it. 

Senator FLAnprers. Mr. Secretary, has your Department continued 
to review and analyze its budget estimates in the same manner that 
was authorized prior to the enactment of title IV, even though the 
Department of Defense has developed thorough and critical budget 
estimating techniques consistent with the title? 

Are you following the new practice which the Department of 
Defense has developed ? ? 

Secretary Stevens. As far as I know: yes, sir. 

Senator Fianpers. The answer is “Yes” to that ? 

Secretary Stevens. That is correct. 

Senator FLanpers. To what extent do field commanders—and I 
suppose field commanders includes not merely theater of action but 
I assume that it includes the different departments around the coun- 
try such as that at Governors Island and other places—participate 
in the preparation of budget estimates? Does absence of stock- find 
financing at the post, camp, and station level prevent participation 
by field commanders in the preparation of preliminary budget. esti- 
mates? Are there clear lines of management responsibility contem- 
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plated by title IV established so as to permit participation by field 
commanders in the preparation of budget estimates ¢ 

General Decker. Each field commander has a segment of respou- 
sibility in the review of the estimates submitted by his command. The 
budgetary process starts in the Department of Defense when the 
Secretary of Defense puts out budget assumptions for the fiscal year. 
Those are transmitted from the budget director to the Department of 
the Army to the field agencies. It will go from the Department of 
the Army, for instance, to the headquarters of the First Army at 
Governors Island, N. Y. That commander then calls on each of his 
field agencies to submit estimates for their costs for the ensuing fiscal 
year. 

He must review these at his headquarters before he submits them 
to the Department of the Army. Then the Army staff must review 
them, make their recommendations to the Chief of Staff, and finally 
to the Secretary of the Army, and he makes his recommendations to 
the Secretary of Defense as to the ultimate Army budget. 

Senator Fuanpers. Do I understand that it starts with a power in 
the Secretary of Defense, and then is broken down into powers for 
the different services, and then these powers are broken down into 
smaller units? 

General Decker. The guidance goes down in one piece, Senator. 
We get the guidance from the Office of the Secretary of Defense and 
cransmit that to the field agencies. That provides the basis. 

Senator FLANDERS. Does the Secretary of Defense start by telling 
you “Here is what you are going to be allowed to spend. How are 
you going to do it?” 

General Decker. No, sir; he does not start that way. 

Senator FLanpers. You say it goes down. How does it go down; 
ia what form ? 

General Decker. He will tell us, for instance, what forces we will 
be authorized for the fiscal year. The forces are one large considera- 
tion. 

Senator FLaAnpers. What goes down are programs and what comes 
back are appropriations? 

General Decker. Estimates to support the programs; that is correct. 

Senator Franprers. Budget estimates to support the programs ? 

General Decker. That is correct, sir. 

Senator FLanprers. You have never had the experience of being 
told “Here is all you can have this year. How do you want to spend 
it?” Have you had that experience ? 

General Decker. We usually have that experience after we have 
submitted a budget and it is found to be too large. 

Senator FLanpers. It is not the initial approach ? 

General Decker. No, sir, it it not. You commented on the ability 
of the field to manage their affairs. We have at the present time a 
system wherein the technical services procure and store supplies and 
issue them gratis to the field. That does not make a field commander 
a good manager, because he is getting his issues free. He is not get- 
(ing money that he can spend for those things. 

If he has the funds, I think he would probably exercise more econ 
omy if he is responsible for the amount of money that he spends, but 
he has free issues which he draws now. 
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We admit that that is an imperfection in the system, and we are 
attempting to eliminate that. That is what Mr. Warren’s letter com- 
mented on, installation accounting. That is where that will actually 
be accomplished. That is one thing that we admit is a weakness in 
our system and we are moving as rapidly as we can to correct it. 

Senator FLranpers. What reasons would you assign for the failure 
in the past 4 years of the Department of the Army to finance and con- 
trol inventories of common use items by the stock-fund device? Would 
the wide use of the stock-fund financing for inventories which is auth- 
orized by title IV result in greater cost consciousness throughout the 
service? You are saying in answer to the second question that it would 
result in greater cost consciousness. You are saying with regard to 
the first question that you have not yet carried it down through as far 
as you intend to. 

General Decker. That is correct. 

Senator FLanpers. But you are asked why have you not, to date. 

General Decker. Largely because of the necessary means to do that 
not having been available over this period. You must remember too 
that this hit about the same time as the Korean war and that has in- 
terrupted our operations of the Army to a large extent. 

It was a question of whether we would give first consideration to 
supplying the troops in Korea or whether we would try and revise 
the financial management practices at that time; the Korean war was 
given first priority. 

Now we are moving into this field as rapidly as we can. Secretary 
Stevens, as he told you on Monday, has called in six public-accounting 
firms, who are going about installing financial property accounting 
for us at the present time. 

We will have it in operation by the Ist of July 1954. 

Senator Fianpers. Under the present existing system, military 
requirements are supplied by officers senior in rank and position to 
the military budget officers. Does this seniority in rank and position 
seriously impair the review and analysis made by the budget officers ? 

Would it not be more desirable for military requirements to be re- 
viewed by personnel responsible directly to the civilian Secretary ? 

General Decker. No, sir. The rank of the individual submitting 
the requirement has nothing to do with the amount of funds that he 
will be allowed by the budget officer. The budget review in the Army 
is conducted not only by the budget officer. It is conducted by the 
Budget Advisory Committee, which is chaired by the Chief of the 
Budget Division, but has general representation from each general 
staff division on it; it also includes representatives of the Chief, Army 
Field Forces, the special assistant for Civilian Components Affairs, 
and the Deputy Chief of Staff for Plans and Research. 

At those hearings, the Under Secretary has a representative who 
sits in and hears all the testimony that is given in justification of 
budget estimates. So when the budget gets to the Secretarial level 
for approval, the Under Secretary has a pretty good idea of what is 
in that budget. 

He, of course, makes his recommendations to the Secretary of the 
Army on the budget, so the budget is eventually not approved by the 
budget officer but is ns by the Secretary of the Army based on 
the recommendations of the Comptroller and the Budget Advisory 
Committee. 





TITLE IV, NATIONAL SECURITY ACT OF 1947 145 


Senator Fianpers. The functions of the present or prospective new 
Assistant Secretary, as they were suggested yesterday by Secretary 
Wilson, made the Assistant Secretary some thing more than the head 
of the c omptrollership system. It appeared to me from his testimony 
that he was to be in some sense a business manager. How would you 
feel about that definition of the duties, Mr. Secretary, of a new Assist- 
ant Secretary who is charged with the comptrollership functions ? 

Secretary Srevens. I think he would be in the area of fiscal man- 
agement. I do not know that he would be what you call a general 
manager in business. His functions would be policymaking and per- 
formance appraisal as distinguished from operational. ‘These func- 
tions would include representing the Army in fiscal matters in relation 
to higher authorities; framing major auditing, accounting, disbursing, 
and budget policies in accordance with the provisions of title IV; lay- 
ing down guidelines for use of the title IV authority on stock funds, 
industrial funds, and management funds, assisting the Army’s man- 
agement in devel loping performance standards and objectives, ana- 
lyzing and appraising current performance in relation to these ob )jec- 
tives and advising top management of defects requiring correction. 

That is the type of activity that I would visualize for that Assistant 
secretary 

Senator Firanpers. It would be, in your judgment, a little difficult 
to give him a position corresponding to the Saal manager of a 
business establishment ? 

Secretary Srevens. That is right. 

Senator Fianpers. So that you prefer that definition that you have 
just read ¢ 

Secretary Srevens. I do, because the general manager of a busi- 
ness has not only to do with fiscal matters, he has also to do with per- 
sonnel, materiel, and other things. I think our other Assistant Sec- 
retaries should handle the fields of personnel and materiel. 

Senator Franpers. Now with regard to personnel costs, do you 
charge them against the functions to which the costs relate in the 
prepar: ation of performance budgets, or do you simply go into the 
question of material and so forth for the per formance budgets ? 

General Decker. The military personnel to be employed in any 
particular program are not budgeted for in that program. We have 
one single appropriation in which all military personnel are budgeted 
for, and th: at is administratively sound, I be lieve. If we tied up mili- 
tary personnel i into particular programs at the start of the budget 
cycle, which is about 18 months ahead of the time we are going to 
receive the money, it might provide personnel in some place that 
you would not want it 18 months later 

We might need to use the personnel for some other purpose. So 
we budget for all military personnel in one appropriation. From 
there, of course, it is used in the various programs or activities which 
have to be carried out by the Army. I think that is common to all 
services. 

Senator Fianpers. I think it is common to all of the services, but 
it raises questions, nevertheless. One of the most persistent com- 
plaints with regard to all the services—I think I can safely say all the 
services—is that with this supply on this unspecified, unaccounted for 
personnel, that many operations are grossly overstaffed. That is a 
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very common criticism of the different services by people who go and 
take a look at it and come back and tell us about it. 

I wonder if you should not be thinking along the lines of what is a 
proper per sonnel supply for a given operation and check wp on that 
also instead of having just your pool of personnel ? 

General Decker. Senator, I suggest that you may be referring to 
what we call a Table of Organization. We have tables which provide 
a certain number of people for organized units. Those tables are 
under constant review within the Army. 

We also have what we call a Table of on which pertains 
to an organization such as the headquarters of a post, camp, or sta 
tion. There isa Table of Distribution authori ization for those activi- 
ties not provided for in Tables of Organization. 

We do have the kind of analy sis which you are talking about. It is 
performed in connection with Tables of Organization and Tables of 
Distribution. That review is the function of the Assistant Chief of 
Staff, G-1. He and the G-3 constantly review Tables of Organization 
and Tables of Distribution. Where they appear to be excessive, cuts 
are made in them. 

Senator FLANDE rs. As of the end of fiscal year 1953, the Army had 
brought only » percent of its total commercial and industrial-type 
activities ian working capit: al funds. What obstacles have stood 
in the way of the utilization of working-capital funds financing that 
has caused this slow progress / 

Secretary Stevens. I think General Decker partly answered that 
question a moment ago when he said that this program came upon the 
Army about the time of the Korean war. The full effort of the Army 
to get this into operation is a more recent effort, which is making 
splendid progress and which as I testified on Monday, I hoped could 
be finished during fiscal year 1955. That we cannot guarantee, and 
there might be some exceptions to it, but we have a target of trying to 
accomplish that. 

Senator Fianpers. You do realize the importance of doing this, 

Secretary Srevens. Definitely. 

Senator FrLanpers. Is it a part of your undertaking to get good 
enough cost systems out of these activities so that you can make com- 
parisons between different installations at different places? 

Secretary Stevens. Yes, sir. 

Senator Fianpers. Is it likewise a part of your plan to make com- 
parisons with the corresponding services which could be supplied by 
private business ? 

Secretary Stevens. Yes, sir. 

Senator FLanpers. There, however, you come up against this thing 
which you say you are not doing, and that is applying the cost of per- 
sonnel to a specific operation. To make real comparisons, you will 
have to apply the cost of your personnel to a bakery ora laundry or a 
dry-cleaning establishment or whatever you are doing in that line 
us compared with the private undertaking. 

Secretary Srevens. That is right. 

General Decker. If I may comment on that, Senator, we do in- 
clude the cost of civilian personnel in all of these operations. I was 
speaking only of military personnel. 

Senator FiLanpers. Do you not use military personnel at all in 
those operations ? 
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General Decker. To a limited degree; yes, sir. But an industrial 
fund is applicable to a thing like an arsenal. There will be some mili 
tary people among the top management in the arsenal, but largely 
the staff will be « ‘omposed of civilian personnel. 

Senator Fianpers. Take the bake ry about which a good deal has 
been said tous. I do not know whether it has been said to you. 

Secretary Srrevens. Yes, sir. 

Senator FLanpers. Would there be any large amount of military 
personnel engaged in operating a bakery ? 

Secretary Srevens. I would say it would depend on where it is 
located. 

Senator Fianpers. If it is located out in the bushes— 

Secretary Srevens. If it is located up somewhere in the remote part 
rf Alaska, ves, it would be mostly military. 

Senator FLanprers. You could scarcely be criticized for having a 
bakery up there or in similar locations. I am just trying to assure 
myse If that you are working toward valid comparisons at different 
installations of the same sort within the services and also with avail- 
able private undertakings. 

Secretary Stevens. We are. 

Senator FLanpers. Why has there not been a greater utilization of 
the stock-fund principle in financing common-use items in inven 
tories? You have told me you are working on that and expect to 
comp vlete your oper ations within this fiscal year, 

Secretary Stevens. Within the fiscal year 1955 we hope to com- 
plete it. 

Senator FLanpers. You are only going a certain way within this 
fiscal year? 

Secretary Stevens. We are going as far as we can. 

Senator Firanpers. To what echelons should the stock fund system 
be extended? We are told by the Air Force, for instance, that it gets 
right down to the issue of clothing to the men. Do you intend to go 
that far? 

General Decker. Yes, sir. We intend to apply the stock fund to 
posts, camps, and station level. At the present time there is a little 
difference of opinion as to whether this shall be a vertical organiza- 
tion extending down from the depots to posts, camps, and stations 
or whether there shall be a single fund on the posts, camps, and sta 
tions under the control of the station commander and in turn to the 
Army commander. 

There, organization and responsibility enters into the picture and 
it is sometimes difficult to work that out and reconcile it with ae- 
counting requirements. 

Senator FLANDERS. You have both Air Force and Navy experience 
to draw on. You would not, I take it, go ahead with some new idea 
without looking at the experience of those two other services. 

General Decker. Yes, sir, we have their experiences to draw on. 
But I must point out that their organizations are somewhat different 
than ours, and therefore there is a difference in the operational 
responsi ibility. 

Of course that influences the organization to be set up for financial 
management. 

Secretary Stevens. Also I do not think that their working capital 
fund programs are anywhere near complete, are they, Senator? 
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Senator FLanpers. No, they are not. I think they have gone further 
in quartermaster supplies than they have in some others. 

Secretary Srevens. Of course we have practically covered the 
quartermaster entirely—food, all subsistence, and clothing. 

Senator Franpers. I think clothing is the point in which the Air 
Force has gone furthest. 

Secretary Stevens. We have got clothing. 

Senator FLanpers. Are you taking any steps to educate your people 
on the advantages of the stock fund principle in supply and financial 
a 

cretary Srevens. I would say that is going on all the time, yes, 
dea r W ith all these other deve ‘lopments. 

Senator FLranpers. We have hs ad testimony as to deficiencies exist- 
ing—I do not mean formal testi mony, but testimony received by 
letters and conversations—in the accounting procedures required to 
support the title [V machinery. Do you find that your accounting 
proces dures are of a sort which do sup port the title LV machinery, 
or are there any deficiencies in the title itself which make it difficult 
to support it by accounting practices ? 

Secretary Stevens. Personally I do not think there are any de- 
ficiencies in title [TV that affect it. I do think, as we pointed out, we 
have the Cooper committee, for example, and the Davies committee 
and others that are looking into these matters and trying to help us 
Improve our accounting setup. 

We have a considerable distance to go in that yet. I think title IV 
is adequate for the job. 

General Decker. Title IV is completely adequate. Furthermore I 
might point out, Senator, that title [V has vested in the Comptroller 
authority over accounting within the Department of the Army. 

Before passage of title TV, there was no single agency that had that 
responsibility. The Army accounting systems grew up like Topsy. 
Each person who had an operational responsibility wanted informa- 
tion telling how he was getting along. He devel oped that system 
independently. 

Consequently, we have a great many unrelated accounting systems 
within the Army at the present time. What we are trying to do is 
develop one integrated accounting system and we are making good 
progress in that field. 

Until we get it, we will not be able to provide the information neces- 
sary fully to support title IV. 

Senator FLAnpers. Do you have any system of financial accounting 
for supplies not presen ntly included in the stock funds? 

General Decker. That is what we are developing at the present 
time. 

Senator FLanpers. You recognize a deficiency there ? 

Secretary STEVENS. Yes. 

General Decker. We do. 

Secretary Stevens. Very much so. 

Senator Fianpers. Have you given consideration to acquiring a 
team of qualified professional accountants to install, supervise or even 
to report on the installation of uniform accounting systems to support 
the title IV machinery ? 
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Secretary Stevens. I think I pointed out to you, Mr. Chairman, that 
we have six very outstanding firms that have been working on this 
since the Ist of July. 

Senator FLANDERs. How much attention has been given to the value 
of timely, objective, analytical progress reports for use by the Secre- 
tary in evaluating programs of operations? Do you get adequate 
progress reports for all the various programs? Are those reports 
adequate, both budgetwise and performancewise ? 

Secretary Stevens. We have a quarterly progress report which is a 
comprehensive report that gives the picture on all the different parts 
of the ope ration. Wherever we have got one that is particularly 

, troublesome, we get special reports, maybe on a monthly basis. 

For example, in the ammunition field we follow that very closely, and 
with special reporting during a critical period. 

Senator FLanpers. Are these reports both budget reports and per- 


. formance reports? That is, can you measure the degree of perform- 
ance against the degree of e xpe nditure ? 

Secretary STEVENS. Yes, sir. 

General Decker. Senator, I would like to say that we have 22 basic 
progress reports In the Army to tell us the } rogress eac h month in each 
of our primary programs. 

As the Secretary pointed out, my office makes a review and analysis 
of the progress that has been made during the past quarter. That 
analysis is presented to the Secretary and the Chief of Staff and all 
the top managers in the Army; and it is a completely objective 
analysis and review. 

My office is not responsible for the implementation of any of those 
programs. ‘Therefore we are free to criticize to our hearts content 
and we usually do. We tell the Secretary what we see in the way of 
progress and what appears to be deficient. ‘Through this means he 
gets an objective appraisal of the situation. 

Senator Fuanpers. And as a 3-star man you do not tremble before a 
4-star man 4? 

General Decker. Not yet, sir 

Senator FLanpers. Do you believe that the installation of an inde- 
pendent audit system under civilian supervision, responsible cdlirectly 
to you, would make for efficiency and economy in the operation of 
your Department / 

; Secretary Stevens. I do not think so, Mr. Chairman. I do not 
know whether that refers to the type of audit that is normal pro- 
cedure in the business community or not. 

Senator FLanpers. This relates to internal audit. You have in the 

, GAO an external audit. 

Secretary Stevens. That is right. That is what I thought perhaps 
you were referring to. 

Secretary Fianpers. No; I was referring to the internal audit. 

Secretary Stevens. I feel that the internal audit, through my com- 
plete c ‘ontrol of the Department, falls under my jurisdiction, and that 
it is much better to have people that are familiar with the Army 
operation who cannot only make the audit as they go along, of what 
is going on, but can service, for instance, the procurement branches 

of the Army as to what they can and cannot do within the meaning 
: of the Appropriations Act and other applicable laws and regulations. 
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They are constantly servicing our procurement people in the ex- 
penditure of those funds to make sure that they are made in a proper 
manner, and that we find out in advance about it rather than finding 
out after the fact. 

General Decker. That is correct, sir. It operates under my con- 
trol. I report directly to the Secretary. 

Senator FLanpers. Of course, we raised the question before you 
left day before yeste rd: ay as to = in principle it was right for 
an audit function to be performed by a person who is responsible 
to the official being audited. That was, I think, the last thing we 
brought up. What you are saying now is,. as I understand it, that 
whether that is right in principle or wrong in principle, you are the 
boss of the whole proceeding and you see to it that it is done properly. 

Secretary Srevens. That is my position, 

Senator FLanpers. It is, however, a little different from the internal 
audit in a large business, I would surmise. 

Secretary Srevens. Well, most businesses have an internal or- 
ganization for auditing purposes and by and large I think they fall 
vithin the functions of the comptroller. 

Senator FLanpers. Yes, but the comptroller does not fall within— 
well, he may. That is right, he may. It perhaps is not so different 
from private practice as long as you have the GAO as your external 
audit. 

Secretary Stevens. That is right. 

Senator FLanpers. Do you approve in principle of title IV and 
of the practices and rocedures it authorizes. Do you have any res- 
ervations about the legislation as it stands at present ? 

Secretary Srevens. I testified at the beginning on Monday that I 
was in full accord with title TV. And, so far as I am aware up to 
the present time, there are no deficiencies. 

Do you know of any ¢ 

General Decker. I know of no deficiencies in title IV. 

Secretary Srevens. We are in accord with its objectives. 

Senator F LANDERS. What is your guess as to the extent percentage- 
wise that it has been implemented to date in the Department of the 
Army ? 

Secretary Srevens. Of course that is reaching for a figure, but I 
think we are approaching 50-percent implementation. Let us see what 
the gener: al says on that. 

Senator FLanpers. You mean for this fiscal year? 

Secretary Srevens. Yes. 

General Decker. As to complete implementation of title IV, I 
would say that we have approached or gone beyond DO percent. It 
is in that area. 

Secretary Srevens. The general says we may have gone beyond 50 

percent. I used mn language “approaching 50 percent.” 
Senator 7 wNpeErs. That is a hoy eful re port. We asked for the ex- 
per ie nee of he vs ir ious comptrolle rs. I have received here a record 
of the experience of General Decker who is before us now and who has 
been Comptroller since June 10, 1952, and of others in the comptroller- 
ship function inthe Army. I will make these, and the records of the 
comptroller people i in the other de ‘partments, a part of the record. 
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(The documents referred to are as follows:) 
Hon. WILFRED J. MCNEIL, ASSISTANT SECRETARY OF DEFENSE (COMPTROLLER) 


Wilfred J. McNeil was born on February 21, 1901, at Boone, Iowa. At the 
age of 22, he was appointed president of the First State Bank of Brandon, Colo., 
and held that position until 1926. He subsequently was engaged in the distribu 
tion of automobiles and in newspaper management. 

During World War II, Mr. McNeil was a naval officer, serving as assistant 
Navy disbursing officer from July 1941 until September 1942, when he was 
appointed Navy disbursing officer, a position which he held until his release 
from the Navy on December 14, 1944, with the rank of rear admiral. While 
serving as disbursing officer, Mr. McNeil directly made 75 percent of all Navy 
contracts and procurement payments, and by direction of the Paymaster General 
made all other settlements through field disbursing offices. He formulated pro 
cedures for the proper preparation and payment of charges arising out of termi 
nated contracts, collections under contract price adjustments, advances to con 
tractors, agent cashiers’ accounts, guarantee bank loans taken up by the Navy, 
and renegotiation agreements. 

On the day of his release from active duty in the Navy, he was appointed 
Fiscal Director of the Navy as a civilian, a position which he held until Febru- 
ary 11, 1947. In this capacity, Mr. McNeil was charged with the responsibility 
of formulating, establishing, supervising, and coordinating all policies and pro 
cedures affecting the financing, budgeting, accounting, and auditing activities of 
the Navy Department; and for prescribing the type and content of all accounting 
and financial records to be maintained by the Bureaus, boards, and offices of 
the Navy and the Marine Corps. 

From this position, Mr. McNeil was promoted to administrative assistant to the 
Secretary of the Navy. As such, he was responsible for the general supervision 
of all accounts relating to the fiscal affairs of the Navy, including the expendi 
ture and budgeting of funds and administrative procedures. He immediately 
supervised the Office of the Fiscal Director (Office of Budget and Reports) and 
the Office of the Management Engineer, and the Administrative Office. 

On September 18, 1947, he left the Navy to accept an appointment as special 
assistant to the Secretary of Defense which he held for 2 years. As such, he 
was responsible under the Secretary, for all budget accounting and fiscal matters, 
management, organization, and administrative matters in the Department of 
Defense. 

After creation (in 1949, by title IV of the National Security Act of 1947 as 
amended) of the Office of Assistant Secretary of Defense (Comptroller), Mr. 
McNeil was appointed to this office (September 12, 1949). He is the first and 
only man to have held this post. His duties and responsibilities are specified by 
title IV, which in general, makes him responsible under the Secretary of Defense, 
for all budget, accounting, reporting, auditing, and fiscal activities of the De 
partment of Defense 


H. W. BorRDNeER DEPUTY COMPTROLLER FOR ACCOUNTING PoLIcy, DEPARTMENT OF 
DEFENSI 


H. W. Bordner has been a professional accountant ever since his graduation 
from the Northwestern University School of Commerce, Evanston, I[1l., in 1925. 
He was admitted to practice as a certified public accountant by the State of 
Illinois in May 1926. He has been a member of the American Institute of 
Accountants since 1934, Other accounting associations of which he is a member 
include the American Accounting Association, National Association of Cost 
Accountants, and the Federal Government Accountants Association. He was one 
of the founders of the latter association in 1950 

Mr. Bordner had associated with the public accounting firm of Arthur Ander- 
sen & Co. at its headquarters in Chicago, IL, a large public accounting firm of 
both national and international reputation, for 17 vears, when he left to enter 
the Navy during World War II. During the course of his experience with this 
firm, Mr. Bordner rose to a position of manager and in such a position was an 
accounting consultant and a supervisor and director of audits of a diversified 
list of clients, including manufacturing corporations, retail stores, life insurance 
and casualty insurance companies, newspapers, investment banks and brokers, 
commercial banks, colleges and universities, municipalities, and estates. 
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During World War II, Mr. Bordner became a member of the Navy Price Ad- 
justment Board, Chicago division, as well as its executive officer and chief ac- 
countant. The functions of this Board were to renegotiate Government contracts 
with middle western manufacturers in which the Navy had a major interest, 
for the purpose of eliminating excessive profits. 

Upon the creation of the Corporation Audits Division in the General Account- 
ing Office in 1945 to perform audits of Federal Government corporations on 
a commercial-type basis as first required by the George Act and later by the Gov- 
ernment Corporation Control Act, Mr. Bordner was released from the Navy 
at the request of the Comptroller General to become Deputy Director of the 
Division. He served 2 years in this position during which period he played the 
leading role in the supervision of audits of all Government corporations, prepara- 
tion of audit reports to Congress, establishment of audit policies, and training 
of a staff, largely recruiting from outside the Federal Government. 

Mr. Bordner has been an assistant to Hon. W. J. McNeil in the Office of the 
Secretary of Defense, substantially in his present capacity, since December 1, 
1947, when Mr. McNeil was 1 of 3 special assistants to Secretary of Defense 
Forrestal. In this position he has been required to serve as the technical ad- 
viser to Assistant Secretary McNeil in accounting and audit matters, In this 
position, with the assistance of a small staff, he has been engaged in the develop- 
ment of basic accounting and auditing policies and procedures for application 
throughout the Department of Defense. 


LYLE S. GARLOCK, DEPUTY COMPTROLLER FOR BUDGET, DEPARTMENT OF DEFENSE 


Lyle S. Garlock is a graduate of the University of Minnesota with an 
A. B. degree, having majored in business administration and engineering. 

He joined the Federal service as a field representative of the United States 
Employment Service in 1934. As field representatives he played a major part 
in the organization of employment services in seven States, including selection 
of cities and sites in which to locate employment offices and determine the 
grade and staffing pattern of personnel to be assigned to each office. He con- 
ducted a review and appraisal of the budgets and merits systems in 19 Midwest 
and Western States and recommended necessary action at the Washington level 
in this connection, 

In 1941, he joined the War Production Board. As a member of WPB Labor 
Supply Division and as USES staff member, he formulated operating procedures 
and instructions by which the operating personnel of the USES could effectuate 
the plans and policies of the Labor Division of the WPB. He acted as liaison 
wtih the Army, the Navy, the Maritime Commission, and other war agencies 
on operating problems related to the programs for the recruitment, clearance, 
and transportation of workers required for mobilization of industrial manpower. 

From 1942 to 1944, as a lieutenant, USNR, attached to the office of the 
special assistant to the Secretary of the Navy, he recommended policies con- 
cerning deferment, promotion, assignment, and release of civilian and military 
personnel and participation of the Navy in the general manpower programs, and 
operated the deferment program for scientific and research personnel engaged 
on Navy contracts. 

As field representative with the War Manpower Commission in 1944—45, Mr. 
Garlock presented to Washington headquarters information and recommenda- 
tions resulting from examination of budget and personnel requirements for the 
operation of regional and field offices. Upon invitation of the Supreme Com- 
mander of the Allied Powers, Pacific, he participated in a study of labor policies 
in Japan and submitted recommendations which, having now been implemented, 
have resulted in the development and consolidation of a new dignity and status 
for labor in that country. 

As Assistant Director for Business Management in the United States Em- 
ployment Service from 1945 to 1948, he directed all fiscal and personnel activities 
of the United States Employment Service, including preparation of the annual 
budget request and supporting material for presentation to the Bureau of the 
Budget and Congress. He exercised direction of the allocation of funds and 
personnel to carry out the approved policies and programs and established and 
operated a system for allocation of annual grants to 50 State employment serv- 
ices for administration and operation of employment-service activities. 

In 1948 he joined the Office of the Secretary of Defense as Chief, Budget 
Division. In this capacity he directed the preparation of budget estimates, 
justifications, and appropriation language of the departments and agencies 
comprising the National Military Establishment; reviewing estimates to insure 
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efficient and, where practical, uniform operation; conducted analyses in review 
of departmental budget submissions and consistency with budget plans and 
adherence to policy of the Secretary of Defense, making budgetary adjustments 
accordingly. He made special budgetary studies and surveys whenever there 
were deficiencies in appropriations, adjustments, or rescissions in existing ap- 
propriations as required, and held such hearings as necessary to establish needs ; 
analyzed progress reports on departmental programs and maintained informa- 
tion on the rate of departmental expenditures and its relationship to the affected 
program to develop knowledge of compliance with approved budget programs ; 
conducted reviews and submitted recommendations with respect to departmental 
reques's for apportionment of funds; and processed data dealing with depart- 
mental personnel requirements relating to budgetary controls and recommended 
provision for such requirements either on a consolidated basis for the National 
Military Establishment or on a departmental basis 

In 1951, he was appointed the Deputy Comptroller for Budget As such, Mr. 
Garlock is responsible for developing budgetary policies, standards, and pro- 
cedures ; reviewing plans and budget estimates based thereon; cooperating with 
other offices of OSD, boards, and staffs on plans, programs, and procedures of 
the Department of Defense; assisting in the justification of estimates before the 
Bureau of the Budget and the Congress; reviewing apportionment requests and 
proposals, reprograming funds; evaluating new policies and changes in plans 
to determine current and future financial requirements: reviewing requests for 
establishment of working-capital funds ; and monitoring appropriation legislation 

In addition, he is responsible for the analysis of economic 





conditions relating 
to programs of the Department of Defense, study of the effect of military pro- 


grams on the national economy, for cost 


i planning and analysis in connection 
with participation in 


international military affairs and mutual assistance 
programs for use in advising the Secretary of Defense and key members of his 


staff, and for economic and fiseal analysis. 





Lt. GEN. GEoRGE H. DrecKER, UNITED STATES ARMY, COMPTROLLER OF THE ARMY 

George H. Decker was born at Catskill, N. Y., February 16, 1902. He was 
graduated from Lafayette College, Pennsylvania, with a bachelor of science 
degree in 1924, and was commissioned a second lieutenant of Infantry in the 
Regular Army June 15, 1924 

After varied peacetime command assignments, in December 1941, he was 
assigned to Washington for duty in the office of the Assistant Chief of Staff for 
Supply on the War Department General Staff. In August 1942, he was named 
Deputy Chief of Staff of the Third Army at San Antonio, Tex., and later served 
in that capacity at Fort Sam Houston, Tex. 

In February 1948, he was ordered to the Southwest Pacific area to hecome 
Deputy Chief of Staff of the Sixth Army. The following May he was appointed 
Chief of Staff of the Sixth Army, then in New Guinea, and served in this capacity 
throughout the New Guinea campaign, the operations against Leyte, Mindoro, 
and Luzon in the Philippine Islands, and the occupation of Japan. 

Upon the inactivation of the Sixth Army in January 1946, he returned to 
Washington, D. C., for assignment to Army Ground Forces Headquarters 
months later he was transferred to Army Service Forces 
Washington, D. C. 

In July 1946, he was anpointed Chief of Staff of the Armed Forces in the Middle 
Pacific, with station in Hawaii. He returned to the United States in June 1948, 
to assume command of the 5th Infantry Division at Fort Jackson, S. C 

In his capacities as a commander and as a staff officer, e. g., as Deputy Chief 
of Staff and Chief of Staff, Sixth Army, and as Chief of Staff of Armed Forces 
in the Middle Pacific, and as commanding general of the 5th Infantry Division, 
he became familiar with fiscal management problems (budgeting, auditing, dis- 
bursing, etc.) of the kind which occurred at such levels. 

In March 1950, he was assigned to the Office of the Chief of Staff of the Army 
for duty with the Office of the Army Comptroller, and the following 
became Chief of the Budget Division in that office. 

In 1948, he was awarded the Legion of Merit for exceptionally meritorious 
conduct as acting Chief of Staff, Sixth Army, during the period May 3, 1943, to 
July 14, 19438. 
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He was awarded the Distinguished Service Medal in September 1945 for excep- 
tionally meritorious services during the New Guinea and Philippine campaigns 
from May 1944 to May 1945. 

General Decker has also been awarded the Silver Star and the Bronze Star 
Medal. 


General Decker was named Army comptroller June 10, 1952. 


L. W. HortuscHer, DepuTY COMPTROLLER OF THE ARMY 


From 1918 to 1925, Mr. L. W. Hoelscher was engaged in miscellaneous private 
engineering activities including drafting, surveying, and structural designing. 
setween 1925 and 1931 he was in charge of design and construction engineering, 
and of some force account construction in the development of a Florida townsite. 
He was also resident engineer for application of the major street plan in Los 
Angeles, Calif.; resident engineer to the City Planning Commission of Fort 
Worth, Tex 

In 1931, he was employed by the city of Fort Worth, Tex., and occupied the 
following positions in sequence: City planning engineer; assistant to the cit) 
manager; assistant city manager; city manager. 

From 1937 to 1941, Mr. Hoelscher served as senior staff member, Public Ad 
ministration Service, Chicago, and had charge of major projects for the firm, 
directing the design and installation of cost accounting and equipment control 
systems, general accounting and customer accounting systems, purchasing, pro 
cedures and forms for the preparation and administration of budgets, and systems 
of financial and administrative reports 

In 1938, he became general field supervisor and was responsible for supervision 
of a substantial part of the program of Public Administration Service. Projects 
included assistance to numerous American cities, States, and agencies of the 
Federal Government. 

Mr. Hoelscher was appointed Chief, Administrative Projects Section, Bureau 
of the Budget in 1941. He directed the program of assistance to the Army Air 
Corps, Army Air Forces, and War Department in the improvement of organiza- 
tion and management of those agencies; supervised and directed a large staff 
of specialists assembled primarily for the special purpose. 

As Chief, Management Improvement Branch, Bureau of the Budget, he was 
responsible for providing leadership, direction and supervision for a staff of 40 
to 60 persons engaged in the furtherance of improved management and operations 
throughout the executive branch of the Government. He was progressively as- 
signed sections and activities from within the Bureau of the Budget and de- 
veloped the activities into a coordinated program for constructively influencing 
management of Federal agencies. As a basis for development of the program, 
he formulated a framework of the elements of management which has come to 
be known in the literature as the Tasks of Management. The activities of the 
Branch included development of a Federal property management program, in- 
cluding development of applicable principles and practices and drafts of legis- 
lation as well as conduct of property management surveys and development of 
guides for the conduct of such surveys by individual agencies, and supervision 
of conduct of such surveys by the Bureau of Federal Supply; development of 
improved financial practices in the Government, including a simplified payroll 
system; assistance in the establishment of accrual accounting and cost of per- 
formance budgeting in a number of Federal agencies. 

At the request of the Deputy Commander of the Mediterranean Theater, Mr. 
Hoelscher headed and directed a project which resulted in the establishment of 
a system for projecting requirements and controlling the use of manpower re- 
sources and operations of the base sectors of the theater. 

Upon request of Gen. Lucius Clay to the Bureau of the Budget, he headed a 
special group which went to Germany and defined and developed a system of 
program, progress, and resources utilization reporting which enabled the general 
to evaluate the programs and activities of his military organization (EUCOM). 

Mr. Hoelscher was the Bureau of the Budget representative on the GAO- 
Treasury-Bureau interdepartmental committee in the initiation of the program 
for improvement of accounting and financial reporting in the Federal Govern- 
ment. Mr. Walter Frese and Mr. Gilbert Cake represented GAO and Treasury, 
respectively. 
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He was appointed special assistant to the Comptroller of the Army in 1950, 
and acted as principal management adviser and technical representative of the 
Comptroller of the Army on all matters pertaining to the program of the Office 
of the Comptroller. He originated and defined major projects to be undertaken 
in the Comptroller area; represented the Comptroller on steering and advisory 
committees, reviewed and appraised, or determined requirements for revision 
of major reports and project developments; and otherwise participated in the 
coordination and technical direction of the Comptroller program. 

As Assistant Comptroller of the Army—Planning Coordination, he was re- 
sponsible for the definition of objectives and overall program goals for the Office 
of the Comptroller of the Army and for the coordination of objectives and 
program goals of the divisions and offices of the OCA. 

As Deputy Comptroller, to which post he was appointed on October 31, 1952, 
he assists the Comptroller in carrying out his responsibility in formulating and 
in making decisions on Armywide policies and program relating to the business 
management of the Department of the Army, financial and fiscal operations and 
services, budget planning and administration, program analysis and evaluation, 
management engineering, auditing and financial transactions, accounting, receipt 
and disbursement of money, and other like matters under the jurisdiction and 
authority of the Comptroller of the Army. The Deputy Comptroller has particu- 
lar responsibility for shaping and evaluating the content of the program of the 
OCA in order to assure that it best meets the requirements of the Department 
of the Army for general management staff services. 

In the absence of the Comptroller, the Deputy Comptroller is designated Acting 
Comptroller of the Army and carries out the responsibilities of the office. 


Hon. THOMAS S. GATES, JR., UNDER SECRETARY OF THE NAVY, COMPTROLLER OF THE 
NAVY 


Thomas 8. Gates, Jr., of Philadelphia, Pa., was born in Germantown, Pa., on 
April 10, 1906. 

After graduating from the University of Pennsylvania in 1928, Mr. Gates 
joined the firm of Drexel & Co., investment bankers. In 1940, Mr. Gates was 
made a partner in this firm. In addition, he has been a director of the Beaver 
Coal Corp., the Scott Paper Co., and the International Basic Economy Corp. 

During World War II, Mr. Gates was commissioned in the Naval Reserve and 
entered on active duty on April 1, 1942. He graduated from the Quonset Point 
Air Intelligence School, and was then assigned to commander in chief, Atlantic 
Fleet, to help in the organization and development of the Naval Air Intelligence 
Center under that Command. In the spring of 19438, he was assigned to the 
U. S. S. Monterey and served in the Pacific for approximately 1 year. In the 
summer of 1944, he was assigned to the staff of Rear Adm. Calvin T. Durgin 
(now vice admiral, retired), and served on that staff during the invasion of 
southern France. Immediately following this, he was sent back to the Pacific 
where he remained until the end of the war, taking part in the Philippine libera- 
tion and the Iwo Jima and Okinawa campaigns. For his war service, Mr. Gates 
was awarded the Bronze Star and a Gold Star in lieu of a second Bronze Star. 
On release to inactive duty in October 1945, Mr. Gates was promoted to the rank 
of commander, USNR. 

Since the war, Mr. Gates has been active in the organization of Reserve Officers 
of the Naval Service; serving as a director and national vice president of the 
Navy League of the United States; and serving as a member of the Naval Advis- 
ory Council of the Bureau of Aeronautics. In addition, he is a member of the 
Pennsylvania commandery of the Military Order of Foreign Wars of the United 
States. 

Mr. Gates has also been active in civie affairs in the Philadelphia area, having 
been president of the Associated Hospital Services of Philadelphia; director of 
the Philadelphia Child Guidance Clinic; director of the Community Chest of 
Philadelphia and vicinity; director of Health Services, Inc.; a member of the 
finance development committee of the United Services Organization, and on the 
Philadelphia Council of the Boy Scouts of America. He is a trustee and member 
of the executive board of the University of Pennsylvania. 

He was appointed Under Secretary of the Navy on October 7, 1953. 
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Rear ApM. BE. A. SOLOMONS, USN, DEPUTY COMPTROLLER OF THE NAVY 


Rear Adi ik. A. Solomons, USN, is a g 





raduate of the United States Naval 





Academy, and has take postgraduate instruction at the Naval Postgraduate 
school at Annapolis, Md 
He has had 31 years of con ssioned service in the line, as a general service 
fficer, having had experience and command in destroyers, cruisers, and battle- 
ships H wquired considerable st experienc: hile in command of a de- 
stroyer squadron and flotilla and amphibious groups. He has had vast opera 
tional experience on the stalls of a cruiser division and a battleship squadron, 
as well as a fleet commander and a member of the stalf of the commander in 
ec, Ui ed States Fle : 

His career included 2 years in production activity at the Naval Gun Factory 
1 Anacostia, D. ¢ ind 4 years in personnel allocation and planning of the 
e Naval Establishment 

H iS ap] ted Deputy ¢ ptroller of the Navy on December 17, 1951. 


COMPTROLLER OF THE AIR Forc! 


Char! B. Stone LII, was born at Fort McPherson, Ga., March 28, 1904. He 
; 





s graduated from the United States Military Academy at West Point, N. Y., 
com sions 1 second lieutenant of Infantry June 14, 1927. He trans 
the Army Air Corps in 1929 

\fter various peacetime assignments, General Stone was assigned, in 1941, 
Wright Field to become ¢ f of Supply Branch of the Air Service 
Command. In February 1943, he was assigned to duty with the Maintenance 
and Supply Division in the Office of the Assistant Chief of Air Staff at Head- 
quarters Army Air Forces in Washingt He served with this division until 
August 1948, when he was ordered to duty th the United States Army Forces 


in the China-Burma-India theater of operations. 


i January 1944 General Stone wa appointed chief of sta to Maj. Gen 
George E. Stratemeyer, who was commanding the Eastern Air Command in 
India-Burma. This was an integrated USAAF and RAF command. Upon cap- 
ture of Rangoon, Burma, by the Allied Command of Southeast Asia May 2, 


1945, plans were made to disband the Allied Eastern Air Command and rein- 
for the hard-pressed 14th Air Force in 
na in June 1945 to organize the new 


B a reneral Stone was ordered to Chi 


AAF headquarters there. 


In August 1945 he was appointed commanding 
the Flying Tigers, and retained command w 


1945 That same month he was ordered 


States Strategic Bombing Survey in Washi 


4 


China with American units from 


of the 14th Air Force, 
til it activated in December 
m temporary duty with the United 
ngton. 






In February 1946 General Stone was appointed to command the Second Air 
Force, th station at Colorado Springs, Colo. The following month he became 
eputy mmander and chief of staff of the Air Defense Command at Mitchel 


Field, N. Y. On September 1, 1947, he w 


as relieved of duty as chief of staff, 


1 


t retain his position as deputy commanding general. On October 6, 1947, 
he became Director of Maintenance, Supply, and Services, Air Material Com- 





mand at Wright Patterson AFB, Ohi: 








Cit ral Stone was named special assistant to the commanding general of 
Air Materiel Command in December 1950 The following month he became 
Director of Maintenance, Supply, and Serv s, Office of the Deputy Chief of Staff 

r Materiel In April 1951 he was named assistant for material program 
control to the Deputy Chief of Staff for Materiel. He became special assistant 
to the Deputy Chief of Staff, Comptroller, in July 1951, and was named Deputy 
Chief of Staff, Comptroller on July 30, 1951 

General Stone is rated a command pilot and aircraft observer. He has been 


‘ ded the Distinguished Service Medal, I 
Cross, Bronze Star Medal with one Oak 


egion of Merit, Distinguished Flying 
Leaf Cluster, Army Commendation 


Ribbon, and two British Government awards. 
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GEORGE Epwarp RAMSEY, JR., DEPUTY COMPTROLLER OF THE AIR FORCE 


Mr. Ramsey was born September 14, 1904, in Shelby County, Tex. He received 
a bachelor of science in civil engineering in 1926 from the University of Texas, 
Austin, Tex 

Until 1933 Mr. Ramsey worked in private industry in the field of civil engineer- 
ing and construction. During this period he specialized in railway and highway 
bridge design and the design and construction of reinforced concrete grain 
elevators and flour mills throughout the United States. In 1933 Mr. Ramsey 
embarked on his career in the Federal Government in the Federal Emergency 
Administration of Public Works, where he ultimately became the Director of its 
Projects and Statistics Division. 

In 1939 he was assigned as a consultant to the Bureau of the Budget in the 
Executive Office of the President to develop an activity reporting system to aid 
the President in following the progress of Federal programs. With the advent 
of the lend-lease program, this reporting was shifted to cover our military 
buildup, Mr. Ramsey prepared a monthly report during the war jor the White 
House which summarized the major domestic programs related to the war effort. 
He was detailed to the staff of the Office of War Mobilization and Reconversion 
during the closing days of the war. 

Mr. Ramsey’s work in the Bureau of the Budget had brought him in close asso- 
ciation with the military services whose programs he was required to follow in 
detail. This experience equipped him to later fill a position in the National 
Security Branch of the Estimates Staff of the Bureau which reviewed the budgets 
and fund requirements of the services for the Director and the President He 
headed this group for approximately 214% years prior to his transfer to the Air 
Force in August 1951 as its Deputy Comptroller. He was appointed Deputy 


Comptroller of the Air Force on lee ust 1, 1953. 


Senator Firanpers. That, I think, completes our program for this 
morning. 

Secretary Srevens. May I make one observation first before you 
conclude? — , 

Senator FLanpers. Yes, you may. 

Secretary Srevens. It is only on this point. You mentioned at the 
start that the score was now 2 to 2 in this discussion. I would simply 
like to say, as Secretary of the any I think that it is a very healthy, 
Stays thing when we can all come here with our views, even 
png hey may differ. Mine 1e were put on the table the other day 

ntirely without any consultation with anybody. That was my own 
aa’ and I think the other Secretaries have done likewise, and you 
therefore are getting what you want, which is a good exchange of 
views. Somebody is right and somebody is wrong; but I do not think 
that does the slightest bit of harm. I think it is a good thing. 

Senator Franpers. There are different ways of doing things, of 
course. When I think of that, I am always reminded of a salesman 
for a company I was then connected with who was an old crab. He 
used to turn in a pretty good sales record. I visited a customer once 
and he said, “You know, I was voing to give that turrent lathe order 
to such and such a firm, but,” he said, ““your man got so sore about it I 
have to give it to him.’ ’ 

There are different ways of approaching any problem, and that is 
an extreme which I would not recommend for general use. 

Secretary Stevens. I think this probably indicates that Mr. Wilson 
has put together a team of men who do have ideas about these different 
things and are glad to bring them before the Congress when the oeca- 
sion arises. I would like in commenting on the 2-to-2 score that you 
mentioned, to say hay rsonally I will set great store by th recommenda- 
tions that come in from the 2 committees, name ly, the Davies commit 
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tee in the Department of the Army, and the Cooper committee in the 
Department of Defense. I confidently believe that those men will come 
up with worthwhile recommendations which may well influence the 
thinking of all of us who are connected with this problem. 

Senator Fianpvers. We have concluded the second phase of our in- 
quiry into the status of title 1V machinery in the Military Establish- 
ment. We have gained much knowledge of this subject from the 
experts whose testimony we have taken. We are much impressed 
with the magnitude of the problem, the progress that has been made 
in some areas, and the great savings in which that progress has 
resulted, and with the big job that must be done to take full advantage 
of the system that the title provides. 

It seems abundantly clear from the statements that we have heard 
that tremendous additional savings will inevitably follow greater 
utilization of title IV procedures. The issue has been joined on a few 
controversial matters, most conspic uously on the question of civilian 
versus military departmental comptrollers. 

The great unanimity which we found in most areas is, however, 
most encouraging. It demonstrates a unity of purpose which will 
serve as a green light on the road to greater eflici lency and economy in 
the Department of Defense. 

The findings which have been made at t these he: arings de serve and 
will receive careful study and analysis by the subcommittee. The 
record which we have here compiled will serve as a valuable basis for 
a report to the full committee which we intend to make as soon as 
possib le. 

I am confident the members of the committee and the other Mem- 
bers of the Senate are as interested as I am in this matter. 

In closing, I want to tl hank each of the witnesses who have assisted 
us in our deliberations, some at great personal inconvenience. I would 
also like to express my ap prec iation to the members of the press, the 
photographers and rd te a crews, and to the audience for your 
courtesy and cooperation. All these factors have contributed, I feel, 
to making the hours we have spent here rewarding and successful. 

I might just say a word before we close with regard to the absence 
from these hearings of the other two members of the committee, Sena- 
tors Case, of South Dakota. and Byrd, of Virginia. 

I think the absence of Senator Byrd will be understood by everyone, 
and it is not necessary to explain it. The absence of Senator Case was 
due to the fact that he had just returned from a long and exhausting 
inspection of our airfields in Europe, Asia, and Africa, and found 
that he had to attend to certain matters in his own home State. 

We will, however, be in consultation with the other members of the 
committee in the preparation of the report which will result from this 
testimony. 

I thank you, Mr. Secretary, for your willingness to take a second 
round of questioning. 

Secretary Stevens. I am delighted to do it, Mr. Chairman, 

Senator FLanpers. We will now adjourn. 

(Whereupon, at 11:45 a. m., the subcommittee adjourned.) 
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Exuisit A 
JULY 28, 1953 
Hon. RALPH E. FLANDERS, 
United States Senate, 


Senate Office Building, Washington, D. C. 


DEAR SENATOR FLANDERS: Some while back you and Senator Saltonstall asked 
me to examine title IV of the National Security Act as it is presently functioning 
in the Department of Defense and throughout the three service departments. 
You suggested that my experience with the development of the business concept 
of title IV and its later enactment into law might be beneficial to your subcom- 
mittee in its desire to determine how the program had progressed to date, I 
promised you that I would assist in drawing up a base report which would serve 
is an analysis and appraisal of the current status of title IV and as a back 
ground for hearings which the subcommittee might wish to hold. 

My subsequent illness prevented me from taking an active part in the prepara 
tion of this report but, fortunately, my associate Mr. Carter L. Burgess was 
willing to assume the burden of supervising the effort. I have been in touch 
with him on weekends and at other times and the report which I am pleased to 
transmit to you herewith fully reflects my views. 

Certain points presented in the attached report have been discussed with the 
Bureau of the Budget, and Mr. Burgess tells me that he has also had valuable 
and appreciated cooperation from Mr. Fred Rhodes, the Senate Armed Services 
Committee’s counsel. To my mind, the outstanding value of the presentation 
lies in the data, and the objective and conservative evaluations thereof, that 
were furnished to us by Mr. W. J. MeNeil, Assistant Secretary of Defense 
(Comptroller), and key members of his staff. 

In studying this information and discussing it with various people who are 
acquainted with the operation of title IV, I am impressed by 

(1) The magnitude of the problem imposed by title 1V; 

(2) The difficulty of proceeding with fundamental reforms and at the same 
time carrying on the immense routine operations of the Department of Defense; 

(3) The large proportion of the fundamental reform that remains to be effected 
in order to carry out the objectives of title IV; and 

(4) The very great remaining opportunity to eliminate waste and achieve 
economy by implementing the provisions of title IV; 

(5) The crucial position of the Office of Assistant Secretary of Defense 
(Comptroller) in the operation of title 1V and the need for continuing the develop 
ment of this office and for securing closer and more effective cooperation between 
it and those of the comptrollers of the three services. This is essential if the 
Secretary of Defense is to have the pertinent and timely information needed to 
supervise and control the activities of the entire Defense Establishment ; and 

(6) The current outstanding importance of having civilians as comptrollers 
of the 3 services, and of having the 3 civilian Secretaries realize that budget, 
finance, and control (i. e., title IV) constitute one of their most important pri 
mary responsibilities, and that this responsibility under no circumstances should 
be delegated to the military. Budget and finance lie at the heart of civilian 
control of the Military Establishment; and this civilian control has always, and 
wisely, been considered by the Congress as fundamental in our system of 
government, 

I am sorry that my illness delayed the delivery of this report to you; and it is 
my understanding, unless there are questions on the report, that this effort con- 
cludes my work for your subcommittee. 

Faithfully yours, 


FRANZ SCHNEIDER. 
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Exureir B 


PRELIMINARY REPORT—IMPLEMENTATION OF TITLE IV, NATIONAL 
SECURITY ACT OF 1947, AS AMENDED 


United States Senate, Committee on Armed Forces, Preparedness 
Subcommittee No. 3, July 28, 1953 


SEcTION I 
INTENT AND OBJECTIVES OF TITLE LV 


The purpose of title [TV amendments (enacted in 1949) to the National Se- 
curity Act of 1947 is to promote economy and efficiency through establishment 
of uniform budgetary and fiscal procedures and organizations. To accomplish 
this purpose, the amendments established a Comptroller of the Department of 
Defense to be responsible to the Secretary of Defense and a Comptroller in 
each of the military departments to be responsible to the respective departmental 
Secretaries for the budgetary and fiscal functions. 

Implementation of these responsibilities was directed or authorized in various 
provisions of title IV. The important elements of these provisions can be 
summarized under the following subjects: 


Comptroller organizations 

Budget 

Working capital funds (industrial funds and stock funds) 

Management funds 

Accounting (funds and property) 

Progress reports and statistics 

Internal audit 

The intent and objectives of each of these subjects are outlined and graphically 

presented in the following pages of this section, and the progress in attaining 
these objectives is covered in other sections of this report. 


COMPTROLLER ORGANIZATIONS 
OBJECTIVES 


To promote economy and efficiency in Department of Defense operations, both 
military and civilian, through control of fiscal management by the civilian 
Secretaries 

To provide the Secretary of Defense with a fiscal organization to discharge 
this responsibility and to provide the civilian Secretaries of each military depart- 
ment with a fiscal organization consistent with that of the Secretary of Defense, 
to accomplish the same objective for each military department. 

To provide the mechanism for obtaining effectiveness in fiscal control. 

To implement budget and fiscal administration required by title IV uniformly 
between departments and within departments. 

To provide the Secretaries of the military departments, the Secretary of De- 
fense, the President, the Congress, and the public with program, budget, and fiscal 


data in a clear and understandable form. 


RESULTS EXPECTED 


Clear lines of responsibility for fiscal management. 

A direct means of implementation of the fiscal management policies estab- 
lished by higher authority. 

A means of obtaining more uniform and accurate budgetary and fiscal data 
needed in planning and control. 

Better budget estimates. 

Logical channels for review and analysis of fiscal problems to obtain prompt 
management decisions. 

Continuing critical appraisal of activities in relation to funds expended for 
them 
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More effective means to identify and eliminate waste and inefficiency in 
operations 

A means of providing adequate accountability to the Secretary of Defense 
(including the Secretaries of the three military departments and subordinate 
echelons), the President, and the Congress, for the use of funds and resources 
provided. 

(See chart, p. 162.) 


BUDGET 
OBJECTIVES 


To require that budget estimates be prepared, presented, and ‘justified, and 
programs administered so as to account for and report the costs of performance 
of readily identifiable functional programs and activities, with segregation of 
operating and capital programs; and so far as practicable to set forth the budget 
estimates and authorized programs of the military departments in readily 
comparable form following a uniform pattern. 

To assure that budget estimates are consistent with reasonable program 
requirements and are adequately reviewed and properly justified. 

To provide a means for preventing overdrafts and deficiencies and assuring 
use of funds only for authorized purposes and in accordance with approved 
policies of scheduled rates of obligation with clearly fixed responsibility for 
control of funds 

RESULTS EXPECTED 


Costs of functional programs readily identifiable. 

Reliable and well coordinated budget estimates 

Overdrafts and deficiencies prevented and responsibility fixed for utilization 
of funds in accordance with approved policies. 

Budget reviews by Department of Defense, Bureau of the Budget, the Presi- 
dent, and the Congress facilitated with resultant action assuring better balance 
between programs. 

Management decisions on programs can be made more promptly and effectively, 

(See chart, p. 163.) 
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164 TITLE IV, NATIONAL SECURITY ACT OF 1947 
WORKING CAPITAL Funps (INDUSTRIAL FUNDS AND Stock FUNDS) 
OBJECTIVES 


To provide a means for businesslike management and financing of operations 
in industrial-type and commercial-type activities (called industrial funds) and 
of common-use standard-stock inventories (called stock funds). 

To permit consolidation of operating and fiscal responsibilities under single 
management, 

To provide basis for comparison of operating results of similar service activi- 
ties and, to some extent, between service activities and similar activities in 
private business 

To promote buyer-seller relationship between an activity and military 
purchasers 

To make practical common use of available facilities and inventories and to 
reduce or eliminate overlapping or duplication of services and facilities. 

To facilitate the implementation of performance budgets by charging costs 
against project that uses the material, work, or service. 


RESULTS EXPECTED 


Modern commercial fiscal, budget, and accounting systems. 

Unit costs of work and services. 

Procurement, usage, and inventories of materials and supplies reported and 
controlled in monetary terms 

Comparative economy and efficiency of activities performing similar work or 
services can be measured. 

Areas of inefficiency more readily identified and eliminated 

Budget estimates and reported costs are stated on basis of usage. 


WORKING CAPITAL FUNDS FOR 
COMMERCIAL AND INDUSTRIAL TYPE ACTIVITIES 
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MANAGEMENT FUNDS 
OBJECTIVE 


To permit achieving clear-cut management and fiscal responsibilities for oper- 
ations financed from more than one source where there is joint participation 
by two or more departments or subdivisions thereof. 


RESULTS EXPECTED 


Authority and responsibility for expenditures of jointly financed activity are 
assigned to project manager responsible for performance of task. 

Accounting for financial transactions of joint activities consolidated and 
simplified. 

(See chart, p. 165.) 
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INTERNAL AUDI 
OBJECTIVES 


To provide independent internal audits and appraisals of the financial and 
business operations of activities. 

To make unbiased determinations regarding adherence to appropriation pro- 
visions and legal requirements, including interpretations of the Comptroller 
General. 

To facilitate standardization of audit organizations and methods in the three 
military departments without overlapping and duplication 

To provide a means whereby interpretations of contract costs can be applied 
uniformly by all military departments. 


RESULTS EXPECTED 


All echelons of mangement supplied with independent review of financial and 
business activities and recommendations for remedying unsatisfactory condi 
tions 

Objective appraisal of the effectiveness of systems, procedures, and regula- 
tions promulgated in the field of fiscal management. 

Contracting officers provided, when appropriate, with verified cost data for use 
in contact negotiations 

Private contractors assured of uniform and efficient examinations of their 
records. 

External audit by General Accounting Office simplified by coordination of 
Department of Defense audit functions with General Accounting Office require- 


ments. 
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SECTION II 


COMPTROLLER ORGANIZATIONS 


Title IV established a Comptroller of the Department of Defense, who would 
be one of the Assistant Secretaries of Defense, to advise and assist the Sec- 
retary of Defense in performing the budgetary and fiscal functions required to 
carry out his responsibilities. It also required the Secretary of each military 
department to organize and conduct departmental budgetary and fiscal opera- 
tions in a manner consistent with operations of the Office of the Comontroller 
of the Department of Defense. To accomplish this, title IV established the posi- 
tions of Comptroller and Deputy Comptroller in each of the military depart- 
ments. 

Title IV further provided that the military department comptrollers may be 
either civilian or military personnel who would be directly responsible to the 
civilian Secretary, Under Secretary, or an Assistant Secretary of each depart- 
ment but that, where the departmental Comptroller was not a civilian, the 
Secretary of the Department should appoint a civilian as Deputy Comptroller. 
It Was made permissive that a military department comptroller might be given 
concurrent responsibility to the top military command of the Department, pro- 
vided the Secretary of the military department concerned so prescribed. 

Military comptrollers with limited authority existed in Army and Air Force 
prior to enactment of title IV. After enactment of title 1V the Comptrollers 
in the Army and Air Force continued to be military personnel with reporting 
lines to both the civilian Secretaries and the Chief of Staff. The practical 
effect was to continue the dominant responsibility to the Chief of Staff. In 
the Navy the counterpart of a comptroller was the Fiscal Director who reported 
directly to the Secretary of the Navy. After title IV the comptroller duties 
were further consolidated and assigned to an Assistant Secretary of the Navy. 
Within the past few months the comptroller duties have been transferred to the 
Under Secretary of the Navy. 

The Deputy Comptroller in both Army and Air Force are civilians. The 
Deputy Comptroller of the Navy is military. 

In many technical services, bureaus, commands, etc., comptrollers have been 
appointed who report directly to the Chief of the technical service, bureau, or 
command. In many instances these comptrollers are military personnel with 
civilian assistants. The establishment of comptroller organizations in indus- 
trial and field installations, posts, camps, stations, etc., has not been completely 
implemented and the status of the comptroller is not always adequately rec- 
ognized. 

Comptrollers at higher echelons do not exercise command or administrative 
authority over comptrollers at lower echelons. However by directive of the 
Secretary of Defense, they do exercise functional authority over the comptroller 
activities performed at various subordinate organizational and command levels. 
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SECTION III 
BUDGET 


The Office of the Assistant Secretary of Defense (Comptroller) has developed 
and applied thorough and critical budget estimating techr ies to determine 
requirements and extent of financing necessary. On the other hand, the three 
military departments are reviewing and analyzing their own budget estimates 
in much the same manner as they did prior to the amendments (enacted in 19409) 
to the National Security Act of 1947, with “stated requirements” submitted by 
bureaus, technical services, and major commands not being subjected to sutti- 
ciently critical internal review The Secretaries of the military departments are 
in need of strong civilian staffs, which may be aided by military personnel in a 
technical advisory capacity, to assist in appraising the validity of requirements 
data forming the basis for the budget estimates. 

Preparation of budget estimates by the military departments should also be 
strengthened by closer participation of field commands 


in developing the re 
quirements for post, camp, and station maint 


enance and repairs, and by relat 
the budget estimates for supplies and materials 


to the planned consumption of 
these items. The establishment of stock funds in Army and Air Force will help 
achieve this. 

Determination of funding required for procurement of major end items has been 
complicated by the lack of inventory data in the Army and Air Force. Limited 
progress has been made in these two services in bringing their assets under ac- 
counting control. Until such time as this work is completed, it is probable that 
funds will be budgeted and expended for procurement which might be considered 
unnecessary or of low priority if reliable inventory information were available 

Extension of the use of working capital funds for business-type activities will 
contribute to the development of better unit costs and program estimates which 
in turn will further improve the quality of budget estimates and simplify the 
budget process. 

Control of rates of obligation and expenditure of funds has been strengthened 
through scheduling procedures established by the Assistant Secretary of Defense 
(Comptroller). Improvements in progress and statistical reporting procedures, 
accounting, and other fiscal management techniques will permit further improve- 
ment in budgetary control of funds. 

The Air Force and Navy have developed appropriation structures which, while 
not fully perfected, generally conform with the principles of performance budgets. 
Although each appears to be well adapted to the requirements of the respective 
Departments there is some lack of uniformity between the two (for example, 
research is a Single program in the Air Force but is included as elements of 
several programs in the Navy), and the Navy budget does not adequately sep- 
arate capital costs from operating costs. Although the Army recently has made 
a major change in its appropriation structure it still fails to meet the prerequisites 
of a performance budget particularly with respect to post, camp, and station 
budgets and with respect to identification of cost of supplies and materials with 
the programs and purposes for which they are used. 
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BUDGET EXHIBIT 
ONE METHOD FOR DETERMINING BUDGET REQUIREMENTS 
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TITLE IV, NATIONAL SECURITY ACT OF 1947 
SEcTION IV 
WORKING CAPITAL FUNDS 


(Industrial funds and stock funds) 


Working capital funds provide capital for the operation of industrial-type and 
commercial-type activities of the Department of Defense (called industrial 
funds) and for the acquisition and replenishment of inventories of common use 
standard stock items (called stock funds). Industrial funds are used in in- 
dustrial and commercial-type activities such as arsenals, shipyards, major over- 
haul and repair facilities, printing plants, etc. Stock funds are used for stock 


items such as clothing, food, fuel, medical supplies, 


general stores, etc., and 
may well be extended further to include certain technical items as, for example, 
spares and spare parts. 

Activities with working capital funds operate on the businesslike basis of 
receiving orders or requisitions and billing the military purchasers for the prod- 
ucts, Services, or merchandise furnished. Payments by the military purchasers 
charged to appropriations granted by Congress for specific purposes and 

redeposited in the working capital fund. Charges are at cost or estimated 

‘ial funds were operating in 33 activities at June 1, 1953, and 5 addi- 

activities commenced operations under the industrial fund system on 

July 1, 1953. This is estimated to represent less than 10 percent of the total 

number of all industrial-type and commercial-type activities of the Depart- 

ment of Defense but includes approximately 15 percent of the larger industrial- 

type activities. Army will be operating 8 activities with industrial funds, Navy 29 
activities, and Air Force only 1 minor activity at July 1, 1953. 

Navy has, for many years prior to enactment of title IV, carried most of 
its common use inventories (currently approximately 95 percent) under the 
Navy stock fund. Navy is presently considering the advantages of extending 
this controlled inventory plan to such items as technical spares and spare parts. 
Beginning July 1, 1953, the Marine Corps initiated a Marine Corns stock fund 
which includes the same general types of items as the Navy stock fund. 

The program of installing the stock fund principle for the control of inven- 
tories in the Army has not sufficiently progressed to permit determination of 
the dollar value of common use inventories—major efforts having been made only 
in the quartermaster area. Even here, partly due to alleged organizational prob- 
lems, this controlled inventory plan has not as yet been extended to include 
inventories at posts, camps, and stations, and overseas, Estimates indicate that 
approximately 30 percent of Army common use items are under stock fund con- 
trol but it is emphasized that these estimates cover stocks at depot level only. 

Limited but sound progress has been made by the Air Force in the establish- 
ment of controlled inventories under the stock fund plan. The Air Force under- 
took installation of a stock fund about 3 years ago in the area of clothing at all 
levels of supply (depots, bases, and stations). As of July 1, 1953, after thorough 
planning, Aviation Fuels at all levels of supply were added to the controlled 
inventories of the Air Force. The Medical and Dental Supply Division was also 
started on July 1, 1953, but additional work is required before this operation 
can be considered satisfactory. Without considering spares and spare parts, 
possibly 30 percent of the dollar value of Air Force common use stocks are 
covered under the stock fund plan. 

There follow before and after illustrations of the fiscal operation of an indus- 
trial fund activity and of an inventory covered under a stock fund. There also 
follow status and progress sheets of industrial fund and stock fund particulars. 
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M rement funds of $1 1 are established in ea of the 3 military 
departments t nance projects which more than 1 department or more than 
l orgar bdivision within a department are concerned, provided the 





pi ( | i diate distribution as charges to 

the app a I f ch de ments or subdivisions. The funds are replen- 

ished from authoriz appropriations based on periodic distributions of expendi- 
tures to the acti es participating in the project. 

Manageme! unds permit clear-cut inagement and fiscal responsibilities for 

OT n wl e is nt p cipation by two or more departments or 


I f t activities for which management funds have been used are 
the tiol the Pentagon telephone switchboard (Army management fund), 
( ‘ ents in the Pacific with respect to atomic weapons (Air Force man 
he Navy Material Inspection Service (Navy management fund), 


nt b I Ordnance of equipment items for the three military 
epartme nd other agencies (Army management fund) 
There follow illustrations of the fiscal operations before and after use of 


funds and a current status sheet regarding such funds. 
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SecTIon VI 
ACCOUNTING 


Major improvements in financial and accounting administration have been 
achieved in the area of working capital funds. In this area financial accounting, 
cost accounting, and inventory accounting systems comparable to those of private 
business have been established in a number of industrial and commercial-type 
installations. 

Progress in the area of fiscal accounting has consisted largely in strengthening 
appropriation and allotment accounting within existing systems to achieve better 
control over the obligation and expenditure of funds. In this improvement work 
special emphasis has been placed upon the decentralization of accounting to the 
lowest level of operating responsibility at which transactions occur. As a result, 
allotment accounts have been made more responsive to management needs and 
fiscal reporting has been improved. Further improvement should be made, how- 
ever, in uniformity and in clarification of lines of authority and responsibility, 
particularly in the Army, so that allotments for primary activities may be mean- 
ingful and comprehensive reporting feasible 

Some progress has been made in the development of budget account classifica- 

s which, except for Army, have been grouped into more significant pro- 
grams and functions consistent with performance budgeting, with the result that 
better accounting data have been made available for the purposes of policy deci- 
sions in the control of funds. 

However, much work remains to be done in integrating budgeting and account 
ing, in providing uniform and improved account classifications, and in developing 
a unified, all-purpose, accounting system which will provide timely and useful 
rmation to management. 
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Secrion VII 
Procress REPORTS AND STATISTICS 


Progress and statistical reporting of the major programs and activities of 
the Department of Defense involves developing, compiling, summarizing, analyz- 
ing, and interpreting data covering each such program and activity and the 
presentation of these data in consolidated and summary form through the use 
of text, tables and charts as appropriate. 

The creation of the National Military Establishment (and its subsequent 
conversion into the Department of Defense) created the need for uniform reports 
summarizing the programs common to two or more military departments. The 
enactment of title IV facilitated the development of these reports and the estab- 
lishment and acceptance of terminologies, classifications, and reporting pro- 
cedures required to provide uniformity. 

The rapidly expanding programs resulting from the Korean conflict empha- 
sized management’s need for more comprehensive and timely reporting and 
spurred the development and use of analytical reports. Requirements under 
conditions of any major conflict make this type of reporting vital. 

There are available today comprehensive recurring summary reports covering 
military and civilian manpower, casualties, procurement, and production (with 
emphasis on aircraft, tanks, ships, and ammunition), construction, foreign 
military assistance and fiscal operations. The usefulness of many of these 
reports would be enhanced by increased timeliness and by the establishment in 
each military department of a central clearance point to increase their uni- 
formity and accuracy. The list of areas covered is being expanded to meet 
management’s needs. 

Comprehensive reports going to the members of the Armed Forces Policy 
Council, the National Security Ccuncil, and the President show the progress 
and interrelationship of the various major programs of the Department of 
Defense. These reports exemplify sound integrated analytical reporting 

Currently, steps are being taken to increase the efficiency of reporting by 
strengthening the control of reports throughout the Department of Defense. A 
reporting system for offshore procurement is being introduced to provide con- 
trols for this new and growing program After careful pretesting, a report high- 
lighting for the Secretary the production and inventory position of certain major 
critical items of military equipment is being established. A semiannual report 
is being established providing the Secretary with data on military and defense 
civilian personnel by state and by military installations. 





nenanoTucwT ac arerwec 





197 


= 
‘ 


OF 194 


ACT 


SECURITY 


ATIONAL 


N 


IV, 


TITLE 


( GRACUdW ONIZG SSANTIZMIL GNV 3d09s ) 








ee a ae | ree ] 
| | SNOLL | (A'IH.LNOW) | (ATHLNON) | 
$LUOd 2u ~V.LN3Saud SOLLSILV.LS NOLLVZ 
Ivioaas | | Tvnor | | Amy | | “ravnnns 
| |-ssmyonoo | | msvIa |00@ NEauD.. | 
Loa on nt OA 


“INZAZOVNVA WOd SLUOdIU AOAUAS GFIIVLIIG ANV 
GZLYNIGHOOD ‘WHOJINA SESAIVNVY GNV SALVCTIOSNOD 


j (47 TIOULANOS) 





Race é f ot 2 t _J 
a tiles —_—— | ony 
aouoa | | AAVN AMuv | 
av | | 


(s@0yj) SLSVOTHOA LNAWdIHS ¢ 
a3ruuoL) SLYOdaY ONIddIHS NV3ZDO ® 
(suay] pue senjea $ ) SLUOdTU ATddNs e 
(sonye,a ¢ ) SLYUOdgH TVOSlLA « 


ft 


SLYOd GY SLOAUIG GNV SdO’1S Aad 





tinibndesh | 
GSNaiAgaq 4O 
AUVLIYHIIS LNV.LSISSV | 





40 4514i0 


L anna os ns ons ore J 


Y31JV ONY 0S6I 


VLVd ATddNS GNV TVOSIA 
NZIMLIA NOLLVNIGHOOD ZILLI + 





SLUOdau NI ALINYOAINA 40 HOVI ‘ft 
‘IIVL90 ZLVNOAAVNI ‘t 


SASATVNVY HO SNOLLVGTIOSNOD ON ‘T 


| 3SNZ4aq 40 AUVLIENDAIS AZO Ad14AO 
| 
L 


_— 


SLuOd qu 
ONILVUSdO ‘1VNUZLNI 


SGNNAf NO SLUOdTY ‘IVIONVNIA 


fNvaunad Laoqnd 


INTALYVd3G ALVIS 





XTINO SLUOdSY ANIVAS TVILuVd GLa 


Q@SNZd4aqd wOd NOILIGNHIG YO 
INZWdOTSAIG SLYOdAN TIVUYRZAO ON 


OSE! OL YOl'd 


INILYOdSY JONVISISSY AUVLITIN NOIZYOS 
3$N3530 40 LNIWLUYd30 





—14 


4 


v 


9 


98 


aC 
or 






































nma 












rized in 








or 
year. 





- = 








ur 


unneces 


eel 





eee 


TITLE IV, NATIONAL SECURITY ACT OF 1947 199 





~ rf" S 3 
= 
>a 








200 TITLE IV, NATIONAL SECURITY ACT OF 1947 


Section VIII 


INTERNAL AUDIT 


Title IV requires that the Comptroller of the Department of Defense shall es- 
tablish and supervise the execution of principles, policies, and procedures to be 
followed in connection with internal audit and that the comptroller of each 
military department shall be responsible for the execution of this function. 
Audits in the Department of Defense are of two broad classes: (1) Examination 
and appraisal of the financial transactions and related activities of the military 
departments, for the purpose of determining not only the accuracy and integrity 
of transactions but also the effectiveness of methods and procedures, and (2) 
examination of the books and records of defense contractors for the purpose of 
determining the validity of costs claimed under cost-type contracts and to pro- 
vide cost information to procurement personnel for use in the negotiation and 
redetermination of prices of fixed-price contracts. 

Prior to enactment of title IV, audit of the internal activities of the depart- 
ments, by their own auditors, consisted principally of partially checking the 
clerical accuracy of certain accounting records especially with respect to property 
accounts and nonappropriated funds. With the enactment of title IV, and with 
the active cooperation of the General Accounting Office, efforts were advanced to 
audit and appraise pertinent phases of the business activities of the departments. 
This policy has not as yet been fully implemented but specific programs have been 
planned, approved, and launched by Army and Air Force. Implementation of this 
policy has been limited in the Navy. 

Audits of contract costs were made by each military department for many years 
prior to title IV. Duplicating and overlapping audits, conflicting interpretations 
of reimbursable costs, and differing audit methods and procedures were not un- 
common. While these conditions have not been completely eliminated, uniform 
audit methods and procedures have been prescribed, duplicating and overlap- 
ping audits have been minimized, and a set of uniform contract cost principles 
has been drafted. 

Audit responsibilities in the Army and Air Force have been centralized under 
military audit chiefs who report directly to military comptrollers. Audit of 
Navy internal activities has been centralized under a civilian assistant comptrol- 
ler but the Bureau of Supplies and Accounts and the Bureau of Yards and Docks 
still retain responsibility for contract auditing. Consolidation of all audit ac- 
tivities within a centralized audit agency responsible directly to the Secretary of 
Defense was recommended for consideration by the Armed Services Preparedness 
Investigating Subcommittee but was deemed inadvisable at that time by the then 
Secretary of Defense primarily in view of the responsibilities of the secretaries 
of the three military departments under the National Security Act. (See pp. 27 
and 28, and pp. 38 to 40 of the 44th report of the subcommittee, 2d report on 
Moroccan airbase construction, submitted February 19, 1953.) 
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SecTIon IX 
CONCLUSIONS 


COMPTROLLER ORGANIZATIONS 


l. Creation of comptrollers in the Army and Air Force has not proved suc- 
cessful principally because military personnel have been appointed to the key 


positions and they report primarily through military chains of command to 
the Chief of Staff rather than directly to the departmental civilian Secretary, 
Under Secretary, or an Assistant Secretary. 


While the designation of the civilian Under Secretary of the Navy as the 
Navy Comptroller is very much superior to the designation of military personnel 
as comptrollers of the Army and Air Force, the duties and responsibilities of 
the Navy Comptroller are of sufficient importance to require full-time attention 
which the Under Secretary, because of his manifiold duties and responsibilities, 
cannot devote to this work. Also, by reason of this fact, the military Deputy 
Comptroller of the Navy in fact performs many of the functions of the Navy 
Comptroller 

3. A mechanism must be found to assure that the Assistant Secretary of De- 
fense (Comptroller) and the comptrollers of the three military departments will 
work together as a team for the good of the Department of Defense as a whole 
rather than as separate individuals working exclusively to promote their own 
departments 

t. These conditions should be corrected by the appointment of an Assistant 
Secretary (Comptroller) in each military department who, reporting to the 
tary of the Department concerned, or the Under Secretary, will be respon- 
sible for all budgetary and fiscal functions of the Department. These officials 
should not be assigned additional duties in other areas. 


5. Also, a mechanism must be found for the departmental comptrollers and the 
comptrollers of the major technical services, bureaus, and commands to work 
as a team for the good of the Department as a whole rather than as separate 

dividuals working to promote the narrower and often conflicting interests of 


their own organizations perhaps to the detriment of others. 

6. Internally, comptrollers’ offices should be organized to provide adequate 
emphasis on each of the following primary fiscal functions: Budgeting, including 
analysis and review; working capital fund operations in industrial and com- 
mercial-type activities and for inventories; accounting for funds and property ; 
systems; analytical progress reporting and statistics; auditing. 

7. As a corollary of the above, the Office of the Assistant Secretary of De- 
fense (Comptroller) should be equipped and organized so as to provide at that 
level (a) training and presentation programs for key comptroller and policy 
personnel in the Department of Defense and in all service departments to in- 
crease knowledge and understanding of the broad principles, objectives, methods 
and savings envisaged by titled IV, (») task force groups to assist and expedite 
the installation of title IV techniques in major and multiple service facilities, 
(c) inspection from time to time of the title IV programs throughout the three 
service departments to review progress and to make recommendations for im- 
provements and further installations of title IV concepts. 


BUDGET 


1. The formulation and review of budget estimates is thorough and well 
coordinated in the Office of the Assistant Secretary of Defense (Comptroller). 
Within the military departments, however, the ‘“‘stated military requirements” 
established by officers senior in rank and position to the military budget 
officers are not subjected to as critical and as objective a review as would be 
possible if the departmental Secretaries all had civilian comptrollers without 
concurrent responsibilities to the military chain of command. The estab- 
lishment of analysis and review staffs responsible solely to the civilian Secre- 
taries will help alleviate this situation until such time as civilian comptrollers 
are appointed. 

2. In some areas the objectives of performance budgeting are not being 
realized. The Army, for example, budgets in lump sums for maintenance and 
operations as though this were the end objective. Maintenance and operation 
costs should be related to the various programs being supported. There is 
inadequate segregation of capital costs and operating costs in Navy budgets, 
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and Army and Air Force budgets do not adequately identify the costs of 
materials consumed with the programs to which related. In all three depart- 
ments it would appear highly desirable to identify military personnel costs 
with the primary function to which related. 


WORKING CAPITAL FUNDS 
Industrial funds 

1. The industrial fund system permits the installation of improved com- 
prehensive cost accounting for operations, products, and services supplied by 
industrial- and commercial-type activities. This in turn facilitates and clari- 
fies budgeting, budgetary control, and accounting for the cost of goods or 
services furnished by the ordering agencies and identifies to management 
areas of inefficiency which require corrective action. However, the number 
of Army and Navy activities in which the industrial fund system is presently 
operating is insufficient to make much of an impact on the fiscal management 
of these departments and the assignment of a reasonable number of qualified 
personnel properly organized to do the job is necessary for rapid implemen- 
tation of the system. Air Force has taken no action to use the industrial 
fund system and it must become more receptive to the industrial fund con- 
cept and take immediate steps to organize a staff to install this system in 
major overhaul facilities, the Military Air Transport Service, and other Air 
Force industrial- and commercial-type activities, 

2. The cost systems at activities using industrial funds are generally of a 
job order type but further work is required toward inclusion of comparisons 
of actual costs with standards and budgets, together with the accounting for 
variances, so that management can take effective action to reduce costs that 
are out of line. 

Stock funds 

1. In general, Navy use of the stock-fund principle has been satisfactorily 
developed over many years of utilization of this principle. Army and Air 
Force had their origin in the former War Department which never had satis- 
factory financial accounting for inventories and, as a result, these two military 
departments are now faced with a tre! 
stock fund systems, 





endous task of installing adequate 

2. Air Force has made real progress in developing financial accounting for 
inventories, including extension of the stock-fund principle to base and station 
stocks, but it still needs to establish a satisfactory accounting for mobili- 
zation reserves and excess stocks. Moreover, as the use of stock funds is 
extended by the Air Force, development of adequate supply classifications is 
required 

3. Army has been slow to appreciate the benefits of the stock-fund principle 
from the standpoint of supply management as well as financial management. 
The first use of the stock-fund principle (for clothing and equipage) was a 
pilot operation which illustrated the need for the control of inventories at 
posts, camps, and stations, and in overseas depots. Moreover, it became 
apparent that adequate financial data for supply and fiscal management required 
decentralization of accounting and separate identification of mobilization reserves 
and excess stocks. Implementation by Army of the stock-fund principle requires 
establishment of an integrated service-wide supply system with control of inven- 
tories at posts, camps, and stations, together with the selection and assignment 
of qualified logistics and supply personnel for its management and operation, 
This involves establishment and clarification of lines of authority and respon- 
sibility in the supply system and recognition of the importance of the problems of 
receipt, storage, and issue, and control of consumption by the Department, of 
the Army. 

MANAGEMENT FUNDS 


1. The use of management funds is adequately controlled by the Assistant 
Secretary of Defense (Comptroller) and provides an effective method of integrat- 
ing operating and financial management of joint projects. Accounting and 
financial reporting of joint projects is simplified by the use of management funds 
and, in the one instance in which a management-fund project was found to be 
deficient (Ordnance consolidated procurement account) the major faults related 
to operations and the accounting system rather than to any basic defect in 
the management fund principle. Corrections of these deficiencies have been 
inaugurated 
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ACCOUNTING (FUNDS AND PROPERTY) 


Appropriation accounting 

1. While an adequate accounting system has been installed to control obliga- 
tions and expenditures and to prevent overobligation or overexpenditure, the 
system is not being policed satisfactorily. Improvement in this respect is 
required. 

2. Further development of reporting for all obligations and expenditures in 
relation to budget estimates for management purposes requires: (a) Funda- 
mental improvements in account classifications, including budget activities, 
budget project accounts, and activity expense accounts; (b) more complete fund- 
ing of expenses at station level along direct command or management lines. 
(This in turn depends upon further development of financial accounting for 
inventories of property and installation of working capital funds. ) 

3. While numerous technical improvements have been made in transactions 
accounting, there are a number of important further improvements which 
require direction from the Office of the Secretary of Defense. These include 
improved accounting procedures for single-service procurement, extension of 
definitions of commitments and obligations for procurement, and improvements 
in disbursements accounting at station level, including integration of expendi- 
ture accounting under allotments with accounts of disbursing offices. 

Industrial funds and stock funds 

(See section of Conclusions under ‘Working Capital Funds.” ) 
Financial accounting for property (other than stock funds) 

1. Navy has financial accounting for property other than that which is included 
in stock funds. While no thorough independent appraisal has been made, it is 
known that Navy accounting for Government-furnished machine tools and equip- 
ment in contractors’ plants is in arrears, and that simpler methods of account- 
ing for such assets should be installed. Financial accounting for consumable 
materials and supplies not included in stock funds is not adequately integrated 
with accounting for appropriations and, although data is available, the con- 
sumption of such supplies is not under complete budgetary control. 

~. Because of the immense task of establishing financial accounting for prop- 
erty in Army and Air Force, priority has been given by the Office of the Secre- 
tary of Defense to the installation of financial accounting for inventories and 
material financed by stock funds. 


General 


In measuring the progress made in development of accounting in the De- 
partment of Defense in the past few years, which has been slow enough in view 
of the immense task ahead, progress is impressive when one considers the lack 
of an adequate corps of qualified professional accountants to spearhead the 
installation of accounting systems and provide operation direction at all levels, 
It appears that inadequate attention has been given to the employment of quali- 
fied accountants from private industry and from colleges of business adminis- 
tration, as well as the in-training development of accountants. In this respect, 
it was noted that Army is making extensive use of consultants. This is an ex- 
pensive expedient and will not provide a permanent solution of the Depart- 
ment’s need. Preliminary investigation indicates that no real effort has been 
made by the military departments to examine personnel files and background 
data of military personnel from which it is believed a number with adequate 
qualifications could be selected to assist in this work. It is suggested that the 
military departments take immediate action to select and properly assign such 
qualified personnel. 

PROGRESS REPORTS AND STATISTICS 


1. There is a need for greater recognition at the secretarial level of the three 
military departments of the value of timely, objective, analytical reports and 
for increased use by the Secretaries of the military departments of such reports 
in evaluating programs and operations, 

2. There is need for better control at the secretarial level of the three military 
departments of reporting from overseas theaters and commands so that there is 
available to these Secretaries and the Secretary of Defense the timely analytical 
data required to fulfill their responsibilities. 
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INTERNAL AUDIT 


1. No practical means exists for providing Office of Secretary of Defense with 
information obtained by departmental audit. This deficiency could be corrected 
by: (a) Development of a procedure whereby summary reports of audit findings 
would be submitted by the departments; and (b) augmentation of the internal 
audit staff under the Assisyant Secretary of Defense (Comptroller) to analyze 
these reports and perform audits on behalf of the Secretary of Defense. 

2. Contract audit functions in the Navy, presently performed by the Bureau of 
Supplies and Accounts and Bureau of Yards and Docks, should be transferred 
to the Comptroller of the Navy as provided by title IV. 

8. The staff responsible for audit of internal activities of the Navy should be 
augmented as rapidly as capable personnel can be recruited if its audit mission 
is to be fulfilled. 

4. There appears to be too great a proportion of man-hours spent on the 
audit of individual property accounts in the Army and Air Force. Expansion of 
the program for broader coverage of business activities should be expedited as 
rapidly as installation of improved systems of accounting and internal controls 
warrants, particularly in the Air Force where this program should result in a 
reduction of the internal audit staff. 
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